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INTRODUCTION. SUMMARY AND CONCLUSIONS

PLEASE STATE YOUR NAME.

Thomas M. Zepp.

YOU PREPARE DIRECT AND REBUTTAL TESTIMONY ON

BEHALF OF ARIZONA-AMERICAN IN THIS CASE?

DID

Yes.

WHAT Is THE PURPOSE OF THIS TESTIMONY?

Arizona-American Water Company ("Arizona-American" or "the Company")

asked me to review and to respond where I thought it to be appropriate to the

I
I
I October 31, 2003 surrebuttal testimonies of Mr. Joel M. Raker, Mr. William A.

Rigsby and Ms. Marylee Diaz Cortez. I will generally use the same abbreviations

and conventions as were used in my prior testimony.

HOW Is YOUR TESTIMONY ORGANIZED?

In this section of my testimony, I summarize my conclusions. In Section II, I

respond to Mr. Rigsby and Ms. Diaz Cortez. In Section III, I respond to Mr.

Reiter. I present concluding remarks in Section IV.

I
I

DO YOU SPONSOR ANY TABLES AND EXHIBITS TO ACCOMPANY

THIS REBUTTAL TESTIMONY?

Yes. I present 7 Rejoinder Tables and three exhibits in support of my responses to

Mr. Reiker, Ms. Diaz Cortez and Mr. Rigsby.

A. Overview of Kev points.

PLEASE SUMMARIZE YOUR TESTIMONY.

I

1 1.

2 Q.

3 A.

4 Q.

5
6 A.

7 Q.
8 A.

9

10

11

12

13 Q.
14 A.

15

16

17 Q.

18
19 A.

20

21

22 Q.

23 A.

24

25

26

The two primary issues in this proceeding are the cost of equity of publicly-traded

water utilities and the rate base that the Arizona Constitution requires to be used

when setting rates. I provide rejoinder testimony to the rebuttal testimony

submitted by RUCO and Mr. Reiker on these two issues. A third issue, the

I
I
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I
I
I
I

magnitude of the adder to the cost of equity estimated for benchmark water utilities

to compensate Arizona-American for its above-average leverage, is no longer an

issue in that Mr. Rigsby has agreed to adopt the 50 basis point adder that was

computed by Mr. Reiker and accepted by me.

1. Costs of equity are higher today than when Staff and RUCO
prepared direct testimony.

I
I

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Costs of equity are higher today than when Mr. Rigsby and Mr. Raker

prepared their equity cost est imates, but they have not increased their

recommended returns on equity ("ROEs") for the less leveraged water utilities

used in their sample groups. Mr. Rigsby has revised his position on the adder for

the Company's financial risk but has not updated his equity cost estimates for

benclnnark water utilities. Mr. Reiter has updated his equity cost estimates, but

has lowered his recommended ROE. Mr. Reeker's DCF equity cost estimates for

water and gas utilities are the same or higher than when he prepared his direct

testimony. See Rejoinder Table 7. Also, since the time Mr. Rigsby and Mr.

Reiker filed their direct testimonies, the average of 5-year, 7-year and 10-year

Treasury rates relied upon by Mr. Reiker to prepare his equity cost estimates has

increased by 50 basis points and averages of beta estimates for both the gas and

water utilities have increased. See Rejoinder Table 6 and Mr. Reiter's Schedules

JMR-S7 and JMR-sl5. Consensus forecasts of interest rates for 2004 reported by

Blue Chip for intermediate-tenn Treasury rates have also increased. The only

evidence Mr. Reiker provides in support of a lower ROE today than when he filed

his direct testimony is an updated estimate of the current market risk premium.

_2_



I
I

2. Authorized, Realized and Forecasted ROEs provide useful
indications of the benchmark cost of equity for water utilities.

I

Mr. Rigsby and Mr. Reiter deny the usefulness of my Rebuttal Table 1 in

which I show authorized ROEs, earned ROEs and Value Line projections of ROEs.

Mr. Meek provides similar data in his testimony. The U. S. Supreme Court has

established three tests of a reasonable rate of return. One of those is that the return

to the equity owner should be commensurate with returns for comparable risk

companies. Contrary to claims by Mr. Rigsby and Mr. Reiker, Rebuttal Table 1

provides evidence about such comparable returns. Mr. Reiker claims such returns

do not reflect the cost of equity because market-to-book ratios for the sample water

utilities are above l. He is wrong. Mr. Thornton of the ACC Staff and I have both

provided long lists of reasons market-to-book ratios might be above 1.0 when a

utility is earning no more than its cost of equity.

3. My restatements of Staff and RUCO DCF analyses are
reasonable and more appropriate than their original estimates.

I

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20 I

21

22

23

24

25

26

Mr. Rigsby and Mr. Reikeralso disagree with my restatements of their DCF

analyses. I have already addressed some of Mr. Rigsby's and Mr. Reiter's

comments in my rebuttal testimony and respond to others in this rejoinder

testimony. In part icu lar,  I respond to Mr.  Reiker 's content ion that  i t  is

inappropriate to include the second stage of growth that I inserted in his multi-

stage DCF model. Dr. Myron Gordon, an authority relied upon by Mr. Raker,

reviewed a similar DCF approach I presented in another proceeding where the

growth issues were analogous to this one. I provide an exhibit filed in that case in

which Dr. Gordon concludes the method I used to restate Mr. Reiter's model is

appropriate.

_3_



4. Forecasted interest rates provide more relevant equity cost
estimates than do current interest rates.

The goal is to determine interest rates and ultimately equity costs that are

relevant for the period in which new tariffs for Arizona-American will be in place.

Current interest rates do not provide that evidence. Either professional forecasts of

interest rates or forward rates derived from current rates do. Available evidence

indicates interest rates will be higher in the future than they are today and thus the

use of current interest rates to determine equity costs produces a negative bias in

relevant equity cost estimates .

B. Specific conclusions. .

WHAT ARE YOUR SPECIFIC CONCLUSIONS:

My specific conclusions are:

(1) Mr. Reiker, Mr. Rigsby and I all agree that 50 basis points should be added

to the cost of equity found to be reasonable for less leverage water utilities to

cornpehsate Arizona-Amenlcan for its above-average financial risk.

(2) I previously updated my equity cost estimates and found that Arizona-

American's equity cost falls in a range of 10.5% to l1.7%. Appropriate

restatements of Mr. Rigsby's equity cost estimates and Mr. Reiker's updated equity

cost estimates indicate Arizona-American equity cost falls in a range of 10.3% to

l1.4%. See Rejoinder Table 5.

RESPONSES TO RUCO

Mr. Rigsbv agrees Arizona-American requires a 50 basis point adder to
the cost of equity for benchmark water utilities to compensate the
Company for added financial risk

HAS MR. RIGSBY RECONSIDERED .HIS POSITION ABOUT MAKING

A.

1

2

3

4

5

6

7

8

9

10

11 Q.
12 A.

13

14

15

16

17

18

19

20
21 11.

22

23

24 Q.

25

26

AN UPWARD ADJUSTMENT FOR ARIZONA-AMERICAN'S ABOVE-

AVERAGE LEVERAGE?

I
I
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1 A. Yes. At page 10, he reports that after reading Mr. Stephenson's testimony and Mr.

Reeker's testimony he recognized that Arizona-American is more leveraged than

his proxy group of water utilities. He now recommends adjusting upward his

recommended ROE by 50 basis points to compensate the Company for its above

average financial risk. He adjusts his initial recommended ROE from 9.11% to

9.61% to reflect this change.

It is appropriate to restate Mr. Rigsbv's DCF equity cost estimate with
restated VS growth based on the smallest estimates of growth in the
number of shares that he reports

DO YOU HAVE A RESPONSE To MR. RIGSBY'S COMMENTS ABOUT

B.

YOUR RESTATEMENT OF HIS ESTIMATES OF vs GROWTH AT

PAGE 11?

I

2

3

4

5

6

7

8

9 Q-

10

11

12 A.

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Yes. Mr. Rigsby suggests that my first restatement of his DCF equity cost estimate

is based on my criticism of his approach when that was not the case. My first

restatement is based on using actual data he reports for growth in the number of

shares of common stock instead of his arbitrary assumptions about such growth.

Rebuttal Table 12 reports the two sets of estimates of growth in the number of

shares ("S" in VS growth) Mr. Rigsby said he relied upon. One set of estimates of

S had an average of 5.7l%. The other had an average of 2.8l%. Mr. Rigsby,

however, adopted an estimate for S of only 1;0%, less than one-half of the smallest

estimate of S that he reported. My first restatement of his DCF analysis is based

on using the smallest estimate of S growth of 2.81% instead of his arbitrary choice

of  1%. That substitution increased his estimate of VS growth to l.83%, and

increased his equity cost estimate to l0.l%. Mr. Rigsby does not address the

restatement I made. With the 50 basis point adder for leverage that Mr. Rigsby

now agrees should be adopted, this restatement of Mr. Rigsby's equity cost for

Arizona-American would be 10.6%.

-5_
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I
I

Response to Mr. Ri2sbv's comments about CAPM

IN RESPONDING TO YOUR RESTATEMENT OF HIS CAPM

APPROACH, MR. RIGSBY SUGGESTS YOU ADOPTED THE ZERO-

BETA CAPM TO MAKE THE RESTATEMENT. DID YOU? .

c .

I

I

No, I did not. I pointed out that empirical tests of CAPM support the zero-beta

version of the CAPM and those tests also indicate the version of the CAPM he

adopted will understate the cost of equity for low beta stocks and overstate the cost

of equity for high beta stocks. In making my restatement of his CAPM approach,

however, to be conservative, I relied upon long-temi Treasury rates instead of

higher zero-beta asset returns indicated by tests of the CAPM. Dr. Roger Morin,

author ofRegulatory Finance: Utilities' Costs of CapitaI (1994), and institutions

such as Ibbotson Associates also use long-term Treasury rates to implement the

CAPM. For example, see Table 7-11 of Ibbotson Associates, 2003 SBBI

Valuation Edition. With the 50 basis point adder Mr.. Rigsby now accepts for

leverage, his restated CAPM estimate for Arizona-American is 10.3%.

I
|

I

AT PAGE 13, MR. RIGSBY POINTS OUT YOU WROTE AN ARTICLE IN

1978 THAT DEFENDED THE USE OF CAPM IN RATE CASES. DO YOU

HAVE ANY COMMENT ABOUT HIS TESTIMONY?

1

2 Q.

3

4
5 A.

6

7

8

9

10

11

12

13

14

15

16 Q.

17

18

19 IA.

20

21

22

23

24

25

26

Yes. I wrote that article 25 years ago. The article primarily addressed technical

issues with estimates of beta. And though Dr. Peseau anal endorsed consideration

of CAPM as one of the methods tO be used in regulatory jurisdictions, we stated,

"it is not a panacea, nor can it be used in a vacuum." And, that "this is not to say

that CAPM analysis supplants other keen financial judgment; it caimot." No

finance model should be applied mechanically and without considering other

indicators of what the model is intended to estimate.

-6-



I
I
| D. Responses to RUCO regarding the use of RCND rate base

AT PAGE 14-16, MR. RIGSBY RESPONDS TO YOUR TESTIMONY

ABOUT USING RCND As THE RATE BASE. YO U HAVE A

RESPONSE?

DO

Yes. Mr. Rigsby makes the obvious point that if the rate base has a bigger value,

estimated revenue requirements would be higher than if it had a smaller value.

RUCO, however, contends that the dollar return should not change if a FVRB is

adopted. Mr. Rigsby does not, however, address the points I raise in my

testimony.

PLEASE TURN TO Ms, I)IAZ CORTEZ' TESTIMONY ON THE RCND

ISSUE. DOES RUCO AGREE ARIZONA LAW REQUIRES A FINDING

OF FAIR VALUE AND THAT THE ACC SHOULD CONSIDER RCND IN

RENDERING RATE DECISIONS?
I
I
I
I

Yes. At page 2 of her testimony, she states that RUCO has no dispute regarding

that issue. She states the issue is how the ROE is determined when RCND is

considered in determining the fair value rate base ("FVRB") .

1

2 Q.

3

4
5 A.

6
7

8

9

10 Q.

11

12

13
14 A.

15

16

17 Q.

18

19 A.

20

21

22

23

24

25

26

SHOULD THE RATE OF RETURN BE SMALLER IF THE FVRB Is

LARGER THAN OCRB AS SHE CONTENDS?

No, it should not be. I explained in my direct testimony and rebuttal that if the

ROE is adjusted, the consideration of the FVRB becomes a sham. The Arizona

Constitution and decisions by courts in Arizona require a fair rate of return be

applied to the FVRB. Ms. Diaz Cortez never addresses that critical point. Instead

she recounts her interpretation of what the Commission did in the past and ignores

what should be done to be in compliance with the Arizona Constitution and

Arizona court cases. The example given in Ms. Diaz-Cortez's surrebuttal

testimony, at page 4, clearly demonstrates that RUCO's revenue requirement is

I
I
I
I
I
I
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I

based solely on the Company's original cost rate base, net on the current or fair

value of the Company's utility plant.

I
I

A T  P A G E  5  A N D  6 ,  S H E  R E S P O N D S  T O  Y O U R  C O M M E N T  T H A T

T H E R E  I s  N O  D O U B L E - C O U N T I N G  O F  I N F L A T I O N . D O E S  H E R

RESPONSE ADDRESS THE TESTIMONY you PRESENTED?

I
I
I

No. Ms. Diaz Cortez confuses past inflation that has already occurred with the

future expected inflation in the cost of money. She also fails to notethat the past

inflation that may have had an impact on authorized ROEs and may have partially

determined ROEs earned in the past is not generally the same as the Handy

Whitman factors used to determine RCND. Historical earnings are in the past and

have nothing to do with earnings investors now require in the future.

E.

1
2

3 Q.

4 .

5

6 A.

7

8

9

10

11

12

13

14 Q.

15

16

17

18 IA.

19

20

21

22

23

24

25

26

Response to Mr. Rigsbv regarding his comparison of my testimony to
Mr. Meeks' Testimonv

I
I
I
I
I
I
I

A T  P A G E  5 ,  M R .  R I G S B Y  S T A T E S  T H A T  B A S E D  O N  M R .  M E E K ' S

T E S T I M O N Y ,  Y O U R  T E S T I M O N Y  S H O U L D  B E  D I S R E G A R D E D . I S

Y O U R T E S T I M O N Y INCONSISTENT W I T H M R . M E E K ' S

TE S TIMONY ?

No, it is not. I read Mr. Meek's testimony and found it dove-tailed nicely with

mine. Testimony built upon an appropriate application of "textbook theories" (as

Mr. Rigsby characterizes my approach) should not be inconsistent with a

knowledgeable investor's observations about what it takes for Arizona-American

to attract capital, to have financial integrity, and to earn a return comparable to

other utilities of similar risk. I noted in my rebuttal testimony that Mr. Rigsby's

equity cost estimation approaches are not an appropriate application of those

"textbook theories." If they had been, his recommended ROE would not have

seriously departed from the ROE Mr. Meek concludes is reasonable.

-8_
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I
I
I
I

AT PAGES 7-8, MR. RIGSBY SUGGESTS THAT RELIANCE ON PAST

AUTHORIZED RATES OF RETURN Is A FORM OF 'COMPARABLE

EARNINGS" AND THAT SUCH A METHOD WILL BE FLAWED WHEN

INTEREST RATES DROP. DO YOU HAVE A RESPONSE?

I
I
I

\

1 Q.

2
3
4
5 | A.
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21

22
23
24
25
26

Yes. First, his quotation on page 6 refers to the "conventional application of

comparable earnings." Authorized ROFs are not ROEs being discussed by Kolbe,

Read and Hall. They are talking about earned returns. Second, past authorized

ROEs provide a very useful measure of the cost of equity. Regulatory

commissions examine evidence provided by experts using many different types of

market models and other evidence. They will consider evidence on costs of equity

provided by application of discounted cash flow (DCF) models, capital asset

pricing models (CAPM), risk premium approaches, evidence on the state of the

economy and the level of interest rates before deciding what ROE to authorize.

Given those commissions must consider the tests of capital attraction, financial

integrity and returns being earned by comparable risk enterprises as well as the

interests of customers of the utilities, on average, those authorized ROEs should

provide a good indication of the cost of equity at the various points in time.

Mr. Rigsby is correct that such authorized ROEs would be too high if

relevant interest rates have dropped a significant amount. But there is more to the

story. First, equity costs drop more slowly than interest rates. The unrebutted

evidence I provided in Table 22 of my direct testimony shows equity costs drop

about half as fast as interest rates.

setting the cost of equity are not the extremely low rates that existed when RUCO

and Staff filed direct testimony and are not the rates that exist today. The relevant

interest rates are those rates that investors expect next year and in the years beyond

when new tariffs will be in place. Those future interest rates are expected to be

Second, the interest rates of relevance when

-9_
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I
I
I

higher than rates are today. Whether the analyst looks at forecasts of interest rates

or looks at "forward rates" that are embedded in current market rates, the relevant

interest rates for ratemaking purposes are much higher than either Mr. Rigsby or

Mr. Reiker of the Staff adopt in their analyses. Relevant interest rates fall within

the range of interest rates that existed when the authorized ROEs in Table 7 of my

direct testimony and Rebuttal Table 1 were determined.I
A.

RESPONSES TO MR. REIKER

Restatements of Mr. Reeker's Updated Equitv Costs

MR. REIKER UPDATED HIS EQUITY COST ESTIMATES. DO YOU

A.

I
DID YOU USE HIS DATA To RESTATE HIS

I

HAVE ANY COMMENTS ABOUT THE UPDATES?

Yes, I do. He has not corrected the flaws in the way he implements the DCF and

CAPM approaches that I identified in my rebuttal testimony. As a result, I have

restated his updated equity cost estimates with the new infonnation he has

provided in his updated schedules. I previously discussed the flaws I have

identified at pages 34-41 and 42-50 of my rebuttal testimony.

DISCUSS YOUR RESTATEMENTS OF HIS UPDATED DCF EQUITY

COST ESTIMATES.

ESTIMATES?

Yes, I did. In making my updates of his DCF equity costs, I have used the data he

provides in Schedules JMR-S3, JMR-S4, JMR-S6, JMR-S7 for his water utilities

sample and the comparable schedules for the gas utilities sample. My restatements

introduce no new data. ,

1

2

3

4

5

6
7 IIII.

8

9 Q.

10

11

12

13

14

15

16 Q.

17

18
19  IA .

20

21

22

23 IQ.

24

25 IA.
26

HOW DO YOUR RESTATEMENTS OF HIS CONSTANT GROWTH DCF

MODEL DIFFER FROM HIS ESTIMATES?

My restatements differ in only one way, the choice of growth rates. Fuse all of his

sample companies and his estimates of dividend yields. My growth rates differ

I
I
I
I| -10_
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I
I
I

I
I
I
I

Equity Cost

Water utilities sample 9.6%

Gas utilities sample 10.5%

Mr. Reiker reduces the gas utilities equity cost estimate by 70 basis points

to find a proxy equity cost for the less leveraged water utilities, thus, his restated

proxy estimate based on the gas utilities sample is 9.8% for the less leveraged

water utilities. Mr. Reiker also recognizes Arizona-American is more leveraged

and adds 50 basis points to all of his equity costs to recognized this added financial

risk. Once this adder is included, the final restated equity costs made with the

constant growth DCF model for Arizona-American are 10.1% and 10.3%.

because I have based the average growth rate on Mr. Raker's estimates of

projected and past EPS growth and projected and past intrinsic (sustainable)

growth. I have explained at pages 42-47 of my rebuttal why both past and

forecasted estimates of DPS growth should not be considered in a constant growth

DCF model when investors know earnings have grown faster than dividends in the

past and EPS is expected to grow faster than DPS in the future. I do not repeat

that testimony again. Based on the data Mr. Reiker provided, the restated constant

growth DCF equity cost estimates are

DI/£Q

3.44%

4.63%

Growth

6.13%

5.85%

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19 IQ.

20

21 IA.

22

23

24

25

26

ARE THERE ANY SITUATIONS WHEN DPS GROWTH SHOULD BE

RECOGNIZED WHEN COMPUTING DCF EQUITY COST ESTIMATES?

Yes. When earnings are expected to grow faster than dividends - as is the case for

both water and gas utilities at this time - DPS growth should not be considered in

the constant growth DCF model. If DPS growth is considered when EPS is

growing faster than DPS, a multi-stage growth DCF model must be used. But if

such a DCF model is used, the analyst must also base his/her equity cost estimate

on growth in the second stage that reflects the higher potential intrinsic

I
I
I
I
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(sustainable) growth that investors would expect as retention ratios increase over

time.

DID MR. REIKER CONSIDER SUCH A SECOND STAGE IN HIS MULTI-

STAGE GRO H DCF MODEL?

No, he did not.

HAVE YOU RESTATED HIS UPDATED MULTI-STAGE GRO H DCF

EQUITY COST ESTIMATES WITH A MODEL THAT INCLUDES SUCH

SECOND STAGE GRO H?

I
I
I
I
I
I
I
I
I

Yes, I have. Rejoinder Tables 1 and 2 present those restatements for water and gas

utilities, respectively. Rejoinder Tables 1 and 2 are comparable to my Rebuttal

Tables 8 and 9, respectively. They differ only in that Rejoinder Tables 1 and 2 are

based on restatements of Mr. Reiker's updates instead of estimates he presented in

his direct testimony. I explain how I constructed those rebuttal tables at pages 47-

50 of my rebuttal testimony.

HAVE YOU USED ANY DATA IN YOUR RESTATEMENTS THAT WERE

NOT REPORTED BY MR. REIKER?

No, I have not. If a forecasted growth rate was not available, I used the method

Mr. Reiter used and adopted an average of available forecasts as a proxy for the

missing forecast. Other than that, I have used only data that Mr. Reiker reports in

his update to make the restatements in Rejoinder Tables 1 and 2.
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9 A.

10

11

12

13

14

15 Q.
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22

23 IA.

24

25

26

WHAT DID YOU FIND THE RESTATED MULTI-STAGE DCF EQUITY

COSTS TO BE?

I found the restated equity costs for less leveraged water utilities to be 10.0% and

l0.1%, after reducing the estimated equity cost for the gas utility proxy by the 70

basis points that Mr. Reiter now finds to be reasonable. Adding in the 50 basis

points Mr. Reiter would add to compensate Arizona-American for its above-

I
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average financial risk, the indicated cost of equity for Arizona-American falls in a

range of 10.5% to 10.6%.

HAVE YOU ALSO RESTATED MR. REIKER'S SCHEDULES JMR-S7

AND JMR-s15?

Yes, I have. Those restatements are presented in Rejoinder Tables 3 and 4. I have

already discussed the DCF equity cost estimates presented in those tables. The

CAPM restatements differ from Mr. Reiter's estimates in two ways. First, I used

forecasts of long-term Treasury rates in the restatements instead of current

I
I
I
I

averages of intennediate tern Treasury rates. At the time I wrote my rebuttal, the

I

best available average forecast of long-term Treasury rates for 2004-2005 was

5.6%. Forecasts now compiled by Blue Chip indicate an expected average long-

term rate of 5.7% for the four quarters after the first quarter in 2004 and I adopt

that value for the restatements .

The second difference is that I have used the same interest rate to compute

the current market risk premium as is used to compute the risk-free rate. Mr .

Reiker does not do that. He uses a different interest rate to estimate the current

market risk premium than the risk free rate. For consistency, the same interest rate

should be used for both. With that change, I find that Mr. Reiker's data indicate

the current market risk premium is slightly lower than the long-tenn average at this

point in time. Mr. Reiker's approach indicates the current market risk premium is

higher than the long-term average premium. To be conservative, I have used a

current market risk premium in my restatements that is lower than the long-term

average I

1
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3 Q.
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5 A.
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24 Q.
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26

HAVE YOU PREPARED AN UPDATE OF YOUR REBUTTAL TABLE 14

THAT RECOGNIZES YOUR RESTATEMENTS OF MR. RIGSBY'S

ESTIMATES AND MR. REIKER'S UPDATES?

I
I
I
I
I
I
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Yes, I have. Rejoinder Table 5 replaces my Rebuttal Table 14. In Rejoinder Table

5, the restatements of Mr. Rigsby's equity cost estimates are unchanged from those

I report in Rebuttal Table 14. Only the restatements of Mr. Reiker's analyses

change to ref lect his updated data. Rejoinder Table 5 shows reasonable

restatements of Mr. Reiker's and Mr. Rigsby's equity cost estimates support a

Ending that Arizona-American's cost of equity falls in a range of 10.3% to 11.4%

at this time.

I
I
I|
|

I
I
I
I

B. General Response to Mr. Raker

DO YOU HAVE ANY GENERAL RESPONSES TO MR. REIKER'S

SURREBUTTAL TESTIMONY?

I
I

Yes, I do. First, equity costs increase when betas increase and interest rates

increase. Mr. Reeker reports betas for both samples of utilities have increased.

Rejoinder Table 6 shows interest rates have increased as well. But even though

betas have increased and Mr. Reiker's estimate of intermediate-term Treasury rates

have increased by 30 basis points since he prepared his direct testimony, his

recommended ROE has decreased by 70 basis points. This result has occurred

because his estimate of the current market risk premium has dropped dramatically

in a few months. Mr. Reiker's other equity cost estimates have increased or stayed

the same.

DO YOU HAVE ANY OTHER GENERAL OBSERVATIONS?

I

1 A.
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Yes. At page 4, he argues my Rebuttal Table 1 does not provide useful

information for the Commission when it does. Rebuttal Table 1 provides

information that Mr. Reiker does not want the Commission to know about. It is

information that shows the companies in his water utilities sample have costs of

equity that are higher than he has been telling the Commission will provide a fair

ROE for a less leveraged water utility. It also shows that if one looks at either
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I
I ROEs earned by the water utilities in his "comparable risk" sample, ROEs that

have been authorized, or ROEs being forecasted by Value Line, those utilities must

have higher costs of equity than he is recommending.

I
DO CHANGES IN INTEREST RATES .IUSTIFY IGNORING THE DATA

IN REBUTTAL TABLE 1?

I

I
|
I

No, they do not. For the year following the first quarter of 2004, analysts expect

Baa rates to average 7.4%, rates higher than they have been in recent months. In

my direct testimony, in Table 7, I reported this Commission found that ROEs in

the range of 10.5% to 12.0% were reasonable when Baa rates fell in a range of

7.22% to 8.37% (Table 6). In my rebuttal testimony, in Rebuttal Table 7, I showed

the average margin of equity cost determinations for Arizona utilities reported in

Table 7 above Baa rates was 3.29%. With a 6.81% current Baa rate and 50 basis

point premium for added financial risk, the indicated equity cost for Arizona-

American is l0.6%, 160 basis points above the equity cost Mr. Raker now

recommends for Arizona-American..With the forecasted Baa rate, the indicated

equity cost for the Company is 1l.2%, 220 basis points higher than Mr. Reiker is

recommending.
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IN SUPPORT OF HIS EXCEPTIONALLY Low RECOMMEND ROE OF

8.5% FOR LESS LEVERAGED WATER UTILITIES, MR. REIKER

AGAIN SUGGESTS THAT AUTHORIZED AND REALIZED ROES MUST

BE Too HIGH IF MARKET-TO-BOOK RATIOS EXCEED 1.5. no YOU

I
I
I
I
I

AGREE?

No. In my direct testimony at pages 29 to 32, I provided a list of 10 reasons why

market-to-book ratios may be above 1.0 and utilities would not have excessive

earnings. Mr. Reiker has had two opportunities ..._ in his direct and in his

surrebuttal -. to respond to the specific points I made and has not. My testimony

_15-
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I
I

stands unrebutted. In just a few months, interest rates are expected to be back up

to the levels prevailing in 1997-2002 and are close to those levels today. Without

his low interest rate argument and market-to-book argument, Mr. Reiker has no

reasonable basis to claim previously authorized ROEs and previously earned ROEs

are irrelevant to a determination of a fair rate of return.

WHY ARE AUTHORIZED ROES USEFUL?

I

Regulatory commissions take evidence on the cost of equity. They examine results

of DCF models, CAPM models, and risk premium models and consider other

information that experts provide at hearings. Based on all of that information, they

set authorized ROEs. I explained in my direct testimony, at page 38, that the

FERC Staff adopted such state regulatory commission determinations of

authorized ROFs to determine risk premium estimates of the cost of equity. Mr.

Reeker is wrong when he says such useful information should be disregarded. In

effect he is saying the Staff at the FERC is wrong and that regulatory commissions

in other states are not authorizing (on average) ROEs that balance the interests of

ratepayers and investors .
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Is THERE ANOTHER REASON THE EVIDENCE IN REBUTTAL TABLE

1 Is RELEVANT TO A DETERMINATION OF THE APPROPRIATE ROE

OF ARIZONA-AMERICAN?

Yes. In the Blue field decision, the U. S. Supreme Court found that a fair rate of

return must pass three tests. Those tests are a capital attraction test, a financial

integrity test and a comparable earnings test. Returns being authorized and earned

by other water utilities of similar risk are such comparable returns and, as

discussed above, the returns reported in Rebuttal Table l provide evidence about

that comparable return. While Arizona-American is more risky than the average

utility in Mr. Reiker's sample, those earned and authorized ROEs provide a useful
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I
I
I benchmark. An 8.5% ROE does not pass the U. S. Supreme Court's three tests of

a fair rate of return.

c . Responses to Mr. Reiker's comments about my DCF equity cost
estimates

AT PAGE 5. MR. REIKER ADDRESSES THE ISSUE OF WHETHER IT Is

APPROPRIATE To INCLUDE CONNECTICUT WATER SERVICE IN A

WATER UTILITIES SAMPLE USED TO DETERMINE EQUITY COSTS.

DO YOU HAVE A RESPONSE?

Yes.

sample when restated his DCF equity cost estimates. Thus, I have not challenged

his decision to include it, even though I think Connecticut Water Service should

not be included. Second, Chart S1 is off point. Dividend yield alone does not tell

us anything. The point is investors and analysts expect Connecticut Water Service

to have below average future growth but are still willing to pay a relatively high

price for the stock, which reduces the dividend yield in the DCF model.

First, I have not removed Connecticut Water Service from Mr. Reeker's
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AT PAGE 6, MR. REIKER EXPLAINS THE BASIS FOR HIS 70 BASIS

POINT DIFFERENTIAL BETWEEN GAS AND WATER UTILITY

STOCKS. LOOKING AT THE SAMPLES OF UTILITIES YOU RELIED

UPON TO ESTIMATE EQUITY COSTS, WOULD A DIFFERENTIAL As

LARGE AS 70 BASIS POINTS BE APPROPRIATE?

No. I have reviewed beta estimates as of October 31, 2003. I found the difference

between average betas for my two samples has not changed from the values

reported in Update Table 4, and thus the indicated equity cost differential based on

difference in beta risk is 46 basis points, not 70 basis points. The 50 basis point

equity cost differential between water and gas utilities I adopt in my analyses

continues to be a conservative measure of the difference in required ROEs. In

I
I
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I

restating Mr. Reiker's ROE estimates, however, I have used his overstated 70 basis

point differential.

AT PAGE 7, MR. REIKER RESPONDS TO YOUR CRITICISMS OF SPOT

YIELDS TO MAKE EQUITY COST ESTIMATES PRESENTED IN

REGULATORY JURISDICTIONS. DID HE ADDRESS ALL OF YOUR

REBUTTAL COMMENTS?

No. Those reasons are listed at page 12 of my rebuttal testimony. Inoue, however,

that I have used Mr. Reiter's spot prices in my restatements of his DCF equity cost

estimates.

AT PAGES 8-10, MR. REIKER PROVIDES ADDITIONAL COMMENTS

ABOUT THE USE OF ANALYSTS' FORECASTS. DO YOU HAVE ANY

FURTHER COMMENTS ON THIS ISSUE?

Yes. At page 10, he continues to speculate that Value Line forecasts are overly

optimistic. I have three comments. First, the study I discuss at page 15 of my

rebuttal testimony explains that the "overly optimistic" forecasts of ROEs was the

result of everyone -- investors as well as Value Line analysts ...- expecting inflation

to be higher than it turned out to be. If investors and analysts make poor forecasts

of inflation, however, the DCF model will still reflect the cost of money. In such a

case, investors priced stocks to reflect nominal costs of money that were higher

than ..-. on hindsight .- were required. But that is what occurs in an efficient market:

The best available information is used to price shares of the stocks. Looking at the

real returns removes the unavoidable problem with poor forecasts of inflation.
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Second, I have attached as Exhibit TMZ-RJ-1, a letter from Value Line 's

Chairman & CEO to all subscribers dated June 29, 2001. It specifically addresses

the conflict of interest issue Mr. Raker suggests is a reason that ROE analysts

should examine past data as well as forecasts. Value Line has a business interest in

I
I
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providing the best available forecasts to its subscribers. It has no interest in

providing forecasts to support the sale of any particular stocks. It is Value Line 's

business to look at the past and take the past into account when it forecasts the

future. Certainly, at least with respect to Value Line forecasts, giving weight to

past growth rates will double count the past.

Third, the financial press now reports that analysts' forecasts have recently

been conservative for several reasons. See article attached Exhibit TMZ-RJ-3 .

When forecasts are available, I give no weight to past growth rates precisely

because it is logical to presume Value Line and other analysts have already

incorporated such past data in their forecasts. Giving weight to the past will

double count information already in current forecasts.
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AT PAGE 12, MR. REIKER SAYS IT Is MORE REASONABLE TO

INTERPRET SLOW DPS GROWTH AS CONVEYING MANAGEMENT'S

ASSESSMENT OF FUTURE EARNINGS PROSPECTS THAN TO

RECOGNIZE IT OPENS THE DOOR FOR HIGHER FUTURE EARNINGS

AND DIVIDEND GROWTH. DO YOU AGREE THAT i s  A

REASONABLE INTERPRETATION OF MOTIVATIONS OF WATER

UTILITIES' MANAGEMENTS?

No, I do not. I agree that such an interpretation is sometimes attributed to

managements of competitive companies. Such companies may be concerned that

they do not have sufficient market power to raise prices in a sluggish economy or

in periods when costs are increasing. As a result, they may hold back on dividend

increases or cut dividends as Professor Sharpe explains. Water utilities are,

however, in a different situation. These utilities are regulated because they do

have market power and could raise prices and profits if regulators determine their

costs justify such increases. Professor Sharpe's quotation does not apply to
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regulated water utilities and thus DPS growth should not be considered in the'

determination of growth to use in the constant growth DCF model.

I
A T  P A G E  1 3 ,  M R .  R E I K E R  O F F E R S  H I S  O P I N I O N  T H A T  T H E

R E L A T I V E L Y  H I G H  R A T E  O F  G R O W T H  I N  W A T E R  U T I L I T I E S '

STOCK PRICES Is  THE RESULT OF A DECLINE IN INTEREST RATES,

N O T  A N  I N C R E A S E  I N  E X P E C T E D  G R O W T H . D O  Y O U  H A V E  A

RESPONSE?

I
I

I
I
I

Yes, I have two responses. First, relevant interest rates are not as low as Mr.

Raker suggests. In fact, the average of quarterly forecasts of Baa rates for the

year following the first quarter of 2004 of 7.4% falls well within the range of

interest rates in my Table 6 (direct testimony) of 7.22% to 8.37% for the period

1996 to 2002. The severe drop in intermediate term Treasury security rates has

occurred for a number of reasons that are not related to the cost of equity for water

utilities. Those Treasury rates have increased during 2003 and are expected to be

even higher in 2004. See Rej binder Table 6.

Second, Mr. Reeker ignores the obvious reason prices have increased faster:

investors expect more rapid growth. My Rebuttal Table 5 shows there has been a

dramatic increase in analysts' forecasts of growth in recent years. Such higher

growth provides the logical explanation for the relatively rapid increase in stock

prices.

I
I
I
I
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AT PAGE 15 ,  MR.  RE IKER OFFERS FOUR REASONS TO REJECT MY

ESTIMATES OF GROWTH TO BE USED IN THE CONSTANT GRO H

DCF MODEL. DO YOU HAVE A RESPONSE?

Yes. His first comment relates to the data in my Table 7 that I have included in

Rebuttal Table 7. He says it is incorrect to assume - as I assume ._ that the

Commission attempted to set authorized ROEs equal to the cost of equity. Such a
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statement is amazing given that Commissioners in Arizona and other states have

duties to both stocldiolders and ratepayers to set authorized ROEs at levels that

balance the rights of both stockholders and ratepayers. Implicit in Mr. Reiker's

argument is the assumption that commissions violate these obligations and set

ROEs that are greater than the cost of equity. The only ROE that reaches that

balance is the cost of equity, and there is no basis to assume that colmnissions and

their staffs ignore this relationship.

His second and third criticism are tied to the fact that I have relied upon Baa

rates to detennine risk premiums. I have already explained why it is appropriate to

rely upon forecasted rates and more appropriate to rely on Baa rates than Treasury

rates in my rebuttal testimony at pages 19-23. But, given the importance of this

issue, I address it again below.

Fourth, he objects to me singling out past and forecasted DPS growth to

show such data provide results that do not make any sense. Well, that is the whole

point. Relying on measures of DPS growth produces nonsensical results and thus

should be given no weight in a constant growth DCF analysis.

I
I
I
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AT PAGE 16, MR. REIKER CRITICIZES YOUR RESTATEMENT OF HIS

MULTI-STAGE GROWTH DCF MODEL. DO YOU HAVE A RESPONSE?

I
I
I
I

Yes, at line 4 of page 16, Mr. Reiker states I injected a "supernormal" growth stage

between the first and second stages of growth in his model. Though he adopts

Value Line forecasts of DPS growth in his first stage, he contends that recognizing

ValUe Line's projections of sustainable (intrinsic) growth to determine investors'

expectation of growth in the second stage is inappropriate.

At page 10 and page 41 of his direct testimony, Mr. Reiker aclmowledges

Professor Myron Gordon is an authority on the DCF model and growth rates to use

in the DCF model. In February 1999, several months after the speech Mr. Raker

I
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quotes at page 10 of his direct testimony, Professor Gordon was asked by NW'

Natural Gas, an Oregon natural gas utility, and the Oregon PUC to make a

presentation on methods to determine equity costs. As part of his preparation for

the conference, Dr. Gordon reviewed my testimony and the methods I had used to

prepare equity cost estimates. The parties had hoped Dr; Gordon's presentation

would subsequently help the parties reach a settlement on an appropriate return on

equity. (Unfortunately, a settlement could not be reached, and the case went to

hearing.)

Exhibit TMZ-RJ-2 is Exhibit 5007 in Oregon PUC Docket 132. It is an

electronic mail from Dr. Gordon to Susan Ackerman, an employee of NW Natural

Gas. In it, Dr. Gordon refers to a "Z" factor I had used to determine second stage

growth that reflected potential future increases in DPS growth when DPS was

expected to grow more slowly than EPS in the first stage. Dr. Gordon agreed with

my approach. Contrary to what Mr. Raker says at page 16 of his surrebuttal

testimony, Professor Gordon said:

In short, there is good reason to believe that a higher rate of
oath in earnings than in dividends in the near future will
ad to a higher growth rate in dividends subsequently.

That was the situation in the NW Natural case and that is the situation today

in this case. Dr. Gordon's analysis of a similar situation in another case supports

the insertion of a second stage in which DPS growth reflects EPS growing faster

than DPS in the first stageand in which growth is thus morerapid than in the first

stage. Contrary to Mr. Reiker's criticism of my second stage of growth, it is

appropriate to include it. And also contrary to Mr. Reeker's statement, it is

reasonable to assume "a higher growth rate in dividends subsequently." It is

certainly reasonable for investors to expect dividend growth in the "subsequent"

period (the second period) to reflect sustainable growth estimated with the Value

ET

I
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Line data for 2006-2008. My revision of Mr. Reiker's multi-stage model is totally

consistent with Dr. Gordon's comments in Exhibit TMZ-RJ-2.

AT PAGE 16, LINE 15, MR. REIKER ALSO FINDS FAULT WITH YOUR

ASSUMPTION THAT INVESTORS EXPECT THE SECOND STAGE TO

LAST FOR 10 YEARS. DO YOU HAVE A RESPONSE?

I
I
I
|
I
I

Yes. It is reasonable to assume investors would expect the payout ratio and earned

equity costs for the utilities that Value Line forecasts will occur during 2006-2008

will continue for a period of time. I assumed 10 years. My assumption is clearly

superior to assuming - as Mr. Reiker has assumed -- that investors would totally

ignore the financial data for the utilities that show those utilities would have

increased financial strength in 2006 and would be able to increase DPS growth.

His assumption that after the first period investors would assume DPS for all

utilities would grow at some non-utility, economy-wide growth rate ignores use fill

forecasts for the utilities and is inefficient and very speculative.

I D. Responses to Mr. Raker's comments about interest rate forecasts and
risk premium equity cost estimates

SHOULD INTEREST RATE PROJECTIONS BE RELIED UPON TO

MAKE EQUITY COST ESTIMATES?

I
I
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Yes. Mr. Reiker disagrees. At page 16 to 17, he offers his explanation why such

projections should not be used. To put his explanation and my position in

perspective, it is useful to recall that the goal is to determine an interest rate that is

relevant for the period new tariffs will be in place. Mr. Reiter says that the "best

forecast of tomorrow's yield is simply today's yield". On a day-to-day basis, it is

hard to argue with that statement. But when it comes to detennining the relevant

interest rate for 2004 and beyond, his statement is inefficient. It does not

incorporate all available infonnation. The issue is what method provides the best
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forecast for next year, not October 2003 .

There are basically three approaches that can be taken. One is Mr. Reiker's

approach, adopt current interest rates and assume they are the best forecast of next

year's rates. The second is to adopt published forecasts of interest rates. The

I
I
I
I
I
I
I
I
I
I

third, is to derive forward rates for 2004 from current short term rates and current

intermediate-term rates. Of the three, the approach Mr. Raker has taken creates

the most uncertainty and greatest chance that the cost of equity will be understated.

Rejoinder Table 6 shows interest rates have increased in 2003 and are forecasted to

be higher in 2004. Forward rates derived from current market data are consistent.

with those forecasts. I showed in my rebuttal testimony at page 20, that as of

September 10, the forward rate for 10-year Treasuries and the consensus forecast

of rates for 10-year Treasuries was 4.6% - both were the same. Based on

consensus forecasts for 10-year Treasuries reported in November, the expected 10-

year Treasury rate for 2004 is 4.75%. The forward rate has increased to 4.71%.

Again, both forecasts are virtually the same. Mr. Reiter's approach however

.would base rates on a 10-year Treasury rate of 4.1% (September 26 data) or, if

updated, 4.4% (November 5, 2003 data.). See Rejoinder Table 6. Mr. Reiker' s

method already understates the relevant cost of 10-year Treasury's by over 60 basis

points (4.7% minus 4.1%). The more appropriate forecast is the average for the

first year following the first quarter of 2004, it has now increased to 4.9%. See

Rejoinder Table 6.
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RETURN NOW TO MR. REIKER'S CONTENTION THAT "TODAY'S

RATE Is THE BEST FORECAST OF TOMORROW'S RATE". DOES

TODAY'S RATE PROVIDE THE BEST FORECAST FOR EARLY 2004?

No. I prefer the simplicity of relying on professional forecasts of future rates.

Alternatively, current market data could be used to make forecasts by computing

I
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forward rates. What is very clear is that Mr. Reiker's approach, at least at this

point in time, produces a serious negative bias in estimates of the relevant interest

rates and it should be rejected.

I
I
I
I
I
I
|

|

I
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IQ- WHAT WOULD BE THE IMPACT ON MR. REIKER'S CAPM EQUITY

CosT ESTIMATES IF HE HAD RELIED ON FORWARD RATES OR

FORECASTS OF INTEREST RATES?

They would be higher. Based on Blue Chip forecasts for 5-year and 10-year

Treasury rates during the first year after the first quarter of 2004, the Rf in

Schedules JMR-S7 and JMR-S15 would increase from 3.6% to 4.4% and all of his

CAPM equity cost estimates would increase by 80 basis points. If forward rates

were relied upon instead of forecasts, his CAPM equity cost estimates would also

be higher.

AT PAGE 17, MR. REIKER SAYS RELIANCE ON FORECASTS OF

INTEREST RATES Is INCONSISTENT WITH YOUR DCF APPROACH.

DO YOU HAVE A RESPONSE?

Yes. In an ideal world, regulators would detennine new tariffs one day after the

equity cost estimates were made. But that is not realistic. The best regulators can

do is to use data in the record to determine equity costs.

lA.
8

9

10

11

12

13 IQ.

14

15

16 IA.
17

18

19 IQ.

20

21

22

23 IA.

24

25

26

MR. REIKER COMPLETES HIS ARGUMENT SAYING THE

COMMISSION SHOULD NOT RELY ON A FORECASTED INTEREST

RATE BECAUSE SUCH FORECASTS ARE INHERENTLY

UNRELIABLE. DO YOU AGREE? 1

No. None of the three approaches I discussed is a panacea. Interest rates are

volatile and may increase or decrease. But an approach that determines equity

costs with forecasts of interest rate for the relevant period in which new tariffs will

be set - be they forecasts by professionals or forward rates derived from market

I
I
I
I
I

I
I
I
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I

data - puts the focus on the cost of money during the relevant period. Mr. Raker's

suggested approach - particularly in a period when interest rates are at historic

lows and are increasing .- will unavoidably produce negatively biased estimates of

the cost of equity for 2004 and in future years.

I
I
I
I

DO YOU HAVE ANY CQMMENTS ABOUT MR. REIKER'S

CONTENTION THAT Baa RATES CANNOT BE USED TO DETERMINE

MEANINGFUL EQUITY COST ESTIMATES?

I
I
I
I
I

Yes. I have comments about the concepts he relies upon to draw that conclusion

as well as empirical results I presented in my rebuttal testimony that address the

issue. First, as to the concept, Mr. Reiker misses the simple point that whether

there is or is not a default premium does not matter if the same default premium

that existed in the past is expected in the future. He offers Figure Sl, which has an

illustrative default premium of 3%. Using Mr. Reiker's 3% default premium and

my risk premium approach, the average historical average risk premium would be

3% smaller than what Mr. Reiter suggests is the "ideal" risk premium. But if the

same default risk premium (again 3%) is expected in the future and is in the bond

promised yield to maturity, the analyst can make a "meaningful equity risk

premium" analysis. Professor Sharpe's quotation presented by Mr. Reeker at page

18-19 does not apply to my risk premium analysis if the average past default

premium (in the example, 3%) is expected to be the same in the future. This is

shown in the example below. (It is assumed the Treasury rate has no default

premium but the Baa rate has, .on average, a 3% default premium in the promised

yield):

1

2
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4

5 Q.

6

7
8 A.

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Historical average equity cost

Historical average interest rate

Treasury rate

16%

10%

Baa rate

16%

13%I
I
I
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Computed risk premium 6% 3%

Future interest rate 5% 8%

Estimated equity cost 11% 11%

Second, the analysis presented at pages 21 to 23 of my rebuttal testimony

and the empirical results in Rebuttal Table 3 show Baa rates, which presumably

include such a default premium, provide superior forecasts of equity costs.

I
I
|

I
I
I
I
I
I

AT PAGE 20, MR. REIKER SAYS THE RESULTS IN YOUR REBUTTAL

TABLE 3 CANNOT BE RELIED UPON FOR TWO REASONS. DO YOU

I

I
I

1

2
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4

5
6

7 Q-

8

9

10.A.
11

12

13

14
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18

19

20

21

22

23

24

25

26

HAVE A RESPONSE?

Yes. The first reason Mr. Reiter offers is that I used primarily cross-sectional data

in which different commission may have determined different ROEs at the same

point in time and I did not have observations for all months during the time period.

My analysis is based on 464 different individual coimnission decisions that were

not settlements and that were not listed as being unusual. (Footnotes to the data

sources provided that information) Consistent with an eff icient statistical

approach, data from various decisions were not "averaged" and thus the data

reflect the full variance in commission decisions. Additionally, 464 observations

provide a relatively large sample. Given the size of the sample, I did not make the

effort to "f ill-in" decisions in all years. I note, however, that there are many

months in which there are no decisions. Mr. Reiter could look up data for those

"missing" months and attempt to show that inclusion of more data would change

the results. I am convinced it would not. In other cases, I constructed a similar

analysis for electric utilities with decisions for all of the years. In that analysis I

found the results of that risk premium analysis did not change much if more years

were included in the sample. In any case, the data are primarily cross-sectional

data -. not time series data - and thus the inclusion of more "years" should not be

I
I
I
I
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CAPITAL DETERMINE

I
I
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14 Q.
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16

17

18 A.

19

20

21

22

23

24

25

26

critical to the analysis.

The second reason he offers is that he finds positive autocorrelation in the

data. I was surprised he found such a statistical result because the data are

primarily cross-sectional data (as Mr. Reiker notes at page 20, line 18), and not

time series data. When autocorrelation is found, it is usually in time series data.

But, if autocorrelation is in the data, the parameter estimates are not expected to be

biased and thus, contrary to Mr. Reiker's statement, there is no problem with the

"validity" of the regression results. When analysts apply statistical procedures to

correct for autocorrelation, it is usually done to reduce the standard errors. But,

even with autocorrelation - assuming for the sake of argument it is really in the

data .- I found the statistical results of my regressions were very significant. Mr.

Reiker's finding of autocorrelation is interesting on a theoretical level, but in no

way casts doubt on the usefulness (or "validity") of my regression results.

AT PAGE 21, LINE 13, MR. REIKER CONTENDS THE PROXIES YOU

HAVE USED FOR EQUITY COSTS ARE NOT VALID BECAUSE

MARKETS, NOT STATE COMMISSIONS,

EQUITY COSTS. DO YOU HAVE A COMMENT?

Yes. I agree with Mr. Reeker that capital markets determine the cost of equity, not

state commissions. But, the beauty of the commission decisions is those decisions

are based on an informed review of equity costs presented by experts who have

relied upon capital markets. As to Mr. Reiker's complaint that this Commission

has no way of knowing how those cases were resolved, I offer two responses.

First, notes provided in the data sources I used permit elimination of decisions that

were the result of settlements or other unique circumstances. Second, based on my

experience, if an authorized ROE was part of a package deal, generally the ROE

was reduced in exchange for the utility obtaining the inclusion of a controversial

I
I
I|
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expense. Thus, if there is a concern with the data, it is that the reported ROEs may

understate the cost of equity. At page 42 of my direct testimony, provided a more

complete explanation why commission decisions provide useful data on the cost of

equity.

AT PAGE 21-22, MR. REIKER DISCUSSES THE ZERO-BETA CAPM.

DID YOU USE RESULTS OF THE ZERO BETA CAPM TO DETERMINE

THE RISK FREE RETURN IN YOUR CAPM RESTATEMENTS?

No. I implemented the CAPM using long-tenn Treasury rates as the measure of

the risldess asset (Rf).

I DO OTHER PROFESSIONALS USE LONG-TERM TREASURY RATES

TO IMPLEMENT THE CAPM?

A. Yes. Ibbotson Associates report long-term average market risk premiums above

short-term, intermediate term and long-term Treasury rates (Table 9-1, Ibbotson

Associates 2003 SBBI Yearbook). But when it comes to implementing CAPM,

Ibbotson Associates adopt long-tenn Treasury rates as the measure of the riskless

rate (For example, see Ibbotson Associates, 2003 SBBL Valuation Edition page 42

and Table 7-5). Others, such as Roger Morin in his book Regulatory Finance:

Utilities' Costs of Capitol,308-309 (l994.), also adopt long-term Treasury rates to

implement CAPM.
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5 Q.
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8 A.

9

10 Q.
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20 Q.

21

22

23 A.

24

25

26

AT PAGE 24, MR. REIKER QUESTICNS YOUR STATEMENT THAT

THE OREGON PUC HAS ABANDONED PRESENTING THE CAPM.

WHAT ARE THE FACTS?

The facts are (1) at the time I prepared my testimony, I was told by the manger of

the section that includes ROE analysts that the CAPM was not going to be

presented by the OPUC. Alter reading Mr. Raker's testimony, I called the analyst

that Staff called. The Oregon PUC analyst (2) confirmed that he did not sponsor

I
I
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I
I CAPM testimony in his published testimony in a gas utility case; and (3) he told

me he did not rely on CAPM when he prepared his equity cost estimates for

settlement discussions with an Oregon electrioutility. Possibly the OPUC staff

will present CAPM testimony in the fuMe, but Mr. Raker has no basis to assume

the implementation of CAPM will be similar to the method he advocates.

AT PAGE 26, MR. REIKER ADDRESSES USE OF A FAIR VALUE RATE

BASE. DOES PINNACLE WEST'S RELATIVELY Low MARKET TO

BOOK RATIO CONTRADICT YOUR TESTIMONY?

I

No. In both my direct and rebuttal testimonies, I have already addressed the fact

that a market-to-book ratio above any particular level does not provide evidence

about whether a utility is earning more or less than its cost of equity. There are

numerous factors that influence the market-to-book ratio and prices investors are

willing to pay for shares of stock. In my direct testimony, at pages 29-32, I list

several factors that are expected to impact the pricing of water utilities stocks. As

far as Pinnacle West is concerned, there are others, including several reported by

Value Line.

not comment about those.

As Arizona-American's case does not involve Pinnacle West, I do
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6 Q-
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18 I v .

19 Q.

20 A.

21

22

23

24

25

26

CONCLUDING REMARKS

DO YOU HAVE ANY CONCLUDING REMARKS?

Yes. I updated my equity cost estimates when I prepared rebuttal testimony.

Based on my update and a 50 basis point premium to compensate Arizona-

American for added financial risk, I estimate the Company's cost of equity falls in

a range of 10.5% to 11.7%. I have also restated Mr. Reiter's updated equity cost

estimates and Mr. Rigsby's equity cost estimates with data they have provided in

their presentations. Based on those restatements, Arizona-American's cost of

equity falls in a range of 10.3% to ll.4%.

I
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Interest rates have increased and continue to increase since Mr. Reeker and

Mr. Rigsby prepared their direct testimonies, but neither witness has proposed an

increase in his recommended ROE for the less leveraged water utilities. Rejoinder

Table 6 shows Mr. Reiker's average of intermediate-term Treasury rates has

increased by 50 basis points since the time he prepared direct testimony. The

forecast of intennediate-term Treasury rates for the first year new rates will be in

effect is 110 basis points above the 3.3% rate Mr. Reiker relied upon to prepare his

direct testimony. His updated equity cost estimates only recognized a 30 basis

point increase.

Rejoinder Table 7 compares equity cost estimates from Mr. Reiker's direct

and surrebuttal testimonies. That comparison shows lvk. Reiker's DCF equity cost

estimates have either increased or stayed the same for the water and gas utilities.

His CAPM analysis based on an historical risk premium has also increased and

would increase by an additional 20 basis points if Treasury rates in November

were recognized. Only the CAPM equity cost based on the method he employees

to make a current market risk premium estimate has decreased.

My restatements of Mr. Reiker's and Mr. Rigsby's most recent equity cost

estimates together with Mr. Reiker's DCF and CAPM approaches based on

historical data do not support an ROE for Arizona-American below 10.3% and

certainly do not support a lower ROE than Mr. Reiker originally proposed.

I
I DOES THIS COMPLETE YOUR PREFILED REJOINDER TESTIMONY?
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2 4 1481454.3
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Yes.
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I Arizona-American Water Company

Rejoinder Table 5

I

Summary of Restatements of Estimated Costs of Equity
As Updated by Mr. Reiker and for Mr. Rigsby for Less-Leveraged

Water Utilities Samples and Arizona-American
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DiscoUnted Cash FloW Estimates

Mr. Reeker (gas and water) 9.8% to 10.1% 10.3% to 10.6%

I Mr. Rigsby 10.1% to 10.9% 10.6% to 11.4%

Estimates based on the CAPM

Mr.Reiker (gas and water) 9.9% to 10.1% 10.4% to 10.6%

Mr. Rigsby 9.8% to 9.8% 10.3% to 10.3%

Estimated Equity Cost Range for Arizona-American Water 10.3% to 11.4%
I
I
I
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Rejoinder Table 6

Current and Forecasted Treasury RateS

Time Period
Intermediate-Term Treasury Rates

5-vear 7-Year 10-Year Averaqe

Long-term
Treasury

Rates

Mr. Raker Direct
(May 7, 2003 2.7% 3.4% 3.8% 3.3% 4.8%

Mr. Raker Surrebuttal
(September 25, 2003 3.0% 3.6% 4.1% 3.6% 5.0%

Zepp Rejoinder
(November 5, 2003) 3.3% 3.8% 4.4% 3.8% 5.3%

increase since May 0.6% 0.5% 0.6% 0.5% 0.5%

Blue Chip consensus forecasts:

June 2003-°1 3.7% na 4.6% 4.2% 5.3%

November 2003-b1 3.9% no 4.9% 4.4% 5.7%

Increase since June 0.2% no 0.3% 0.3% 0.4%

Notes:
a/ Average for the year 2004.
b/ Average for the four quarters following first quarter 2004.

11/7/2003
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I Arizona-American Water Company

Rejoinder Table 7

Comparisons of Mr. Raker's Equity Cost Estimates

Water Utilities Gas uuliues-"/

DCF Estimates:
Constant Growth DCFEstimate
Multi-Stage DCF Estimate
Average

Direct
8.5%
9.6%
9.0%

Update
8.4%
9.6%
9.0%

Direct
8.5%

~9.7%
9.1%

Update
8.4%
9.7%
9.1 %

CAPM Estimates:
Historical Market Risk Premium
Current Market Risk Premium
Average

7.7%
11.1%
9.4%

8.0%
8.1%
8.1%

7.4%
11.3%
9.4%

8.1%
8.2%
8.1%

Note:
n/ Adjusted for differences of 100 basis points (direct) and 70 basis points (rebuttal)

adopted by Mr. Reiekr to determine proxy estimates of water utility equity costs.
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%Change
12 months6/14/2001 6/21/2001

YCLQSING SIQCKsM»iR|<ETAV£RAG£S=AS oF pR£ss HMB

%Change
1 wee

+2.1 %
-I6.4%
-2.8%

-49.3%
-3.3%
-6.0%

+I3.4%
-I 2.9%
-24.7%
-5.6%

Dow Jones Industrial Average
Standard & Poor's 500
N.Y. Stock Exchange Composite
NASDAQ OTC Composite
American Stock Exchange Index
Value Line (Geometric)
Value Line (Arithmetic)
London (FT-SE 100)
Tokyo (Nikkei)

Russell 2000

10690.13
1219.87
623.96

2044.07
921.88
392.95

1224.44
5752.5

12846.66
495.38

+0.20/0

+1 .4%

+I .1%

+0.7°/a

~1 .6%

-0.6%

-0.3%

-1 .9%

+0-90/U

+0~50/0

10715.43

1237.04
631.08

2058.76
906.97
390.46

1220.60
5641 .4

1 2962.43
497.82
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PART 2 Selection 8* Opinion IUNE 29, 2001

A Letter from
Our Chairman

To AH Subscribers of

The Value Line Investment Survey

In This Issue
4179

4180

4181

There has been news recently about po-
tential conflicts ofinterest between secu-
rity analysts and the customers of the
firms they work for. Many of the possi-
ble conflicts involve investment banldng,
in which firms often make large profits
from selling new issues of stocks or
bonds, and in which security analyst
may be asked to provide a more favor-
able opinion about a stock or bond than
he/she otherwise wouldhave.

I
I
I
I

4181

4lB2

4182

4183

4184 We want all of our subscribers to know
that Value Line is not an investment
bank. Our analysts' compensation is not
based on commissions or fees paid to
Value Line because of their recommen-
dations. Our goal is to provide you with
the most accurate information and inde-
pendent advice anywhere.

employees, as well. They must inform
Value Line in advance and request au-
thorization before making any trades in
their own accounts, those of their i1nme~
date families, or accounts in which they
have a beneficial interest. They are pro
habited from trading in stocks that are
being bought or sold by our own mutu-
al funds or other Value Line-managed
accounts. They are also prohibited from
trading in stocks in which a Timeliness
Rank is about to change. No employee
may act on any Value Line information
until after subscribers have been given
that information.4186

4187

4187

4188

4188

4189

4189

We are proud of our record of indepen-
dence, and I want to assure you that we
will continue to provide the most objec-
tive and unbiased investment advice
available.

A Letter from Our Chairman

Stock Highlight

Dow Jones Industrials:
Earnings and Dividends

Dow Jones Industrials Forecast:
An Update

The Value Line View

Stocks for Long-Term Gains

Investors' Datebook: July, 200 l

Model Portfolios: Recent Developments

Timely Stocks with Healthy
Price Appreciation Potential

Selected Yields

Federal Reserve Data

Tracking the Economy

Major Insider Transactions

Market Monitor

industry Price Performance

Changes in Financial Strength Ratings

Stock Market Averages

TheSelection & Opinion Index appears on
page 4218 (June 8, 200l).

4189

4190
Jean B. Bittner

Chairman & CEO

In Three Parts:Part I is the Summary & Index
This is Par!2,Selec1ion & Opinion. Par!3 is
Ratings & Reports. Wlumc WL Number 43.

We are occasionally asked if our ana-
lysts can own stock in the companies
they recommend. The answer is yes.
Our analysts, like those at most invest-
ment advisory organizations, can own
stock. But here there are many limita-
tions that apply to analysts and all other

aW~¢ MJ

I
I
I
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Aekerman, Susan

°om:
ant:

To:
Subject:

Mike Gordon [gordon@mgmt.utoronto.ca]
Monday, July 26 1999 12:08 PM
Ackerman, Susan
"Z" factor comments

To Whom It May Concern,

I
This is in response to a request by hw Natural that I comment on

the use hf a"'Z'* factor in the testimony of Dr. Zepp and the comments
on the subject by Mr. Thomton. .

In his.March 1999 direct testimony, Dr. Zepp arrived at en
estimated.average long Mn growth rate in the dividéndto start four years
in the future as the sum otthe retention. growth rate and a "Z"factOr
intended to capture the long Mn growth in the dividend due to the higher
rate of growth in earnings than in the dividend.

(I \

. Mr. Thornton rejected the Z factor on the grounds that he had
never "seen or heard of Ir before" and no such factor is delved by me in ..
my book.

I
My book, _The Cost of Capital to a Public Utility_, stated that

"Under our model of security valuation, dividend, earnings and price per
'hare, all 'are expected to grow at the same rate."(p.88) then go on to
suggest various reasons why investors might and might not use the rateof

growth in earnings as the forecast growth. rate. Specifically, on page 90.
l discuss the case of

a firm -that experiences a rise whits rate of return on assets'and `
investment For a variety of reasons, some related to this .
event , the firm 'may raise its iNvestment rate and secure ..'
additional funds from retention. Specifically, the firm decides
not to raise its dividend for a cliMber of periods. The firm'S
rate of return and retention rate have gone up. and its expected
future growth is higher, but the rate Of growth in; .
the dividend is zero over this pen°od..

This is an extreme version of what may be taking place.at NW Natural and
» other gas LDCs. I

In short, there is good reason to believe that a higher rate of
growth in earnings than in dividends ln the near future will lead to a
higher growth rate in the dividend subsequently.

I The above principle can be implemented in a variety of.ways and I
am in no position to comment on whether Dr..Zepp used the best possible
method and whether or not the numbers he used are correct. However, I do
.not believe that what Dr. Zepp did is wrong in principle.

MYRON J. GORDON |
Faculty of Management, University of Toronto
105 St. George Street, Toronto, Ontario M5S SEB, Canada
Tel: (416)978-3427

Professor of FiNance

I
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IN THE MATTER OF THE
APPLICATION OF ARIZONA-
AMERICAN WATER COMPANY, INC.,
AN ARIZONA CORPORATION, FOR A
DETERMINATION OF THE CURRENT
FAIR VALUE OF ITS UTILITY PLANT
AND PROPERTY AND FOR
INCREASES IN ITS RATES AND
CHARGES BASED THEREON FOR
UTILITY SERVICE BY ITS SUN CITY
WATER AND WASTEWATER
DISTRICTS.
IN THE MATTER OF THE
APPLICATION OF ARIZONA-
AMERICAN WATER COMPANY, AN
ARIZONA CORPORATION, FOR A
DETERMINATION OF THE CURRENT
FAIR VALUE OF ITS UTILITY PLANT
AND PROPERTY AND FOR
INCREASES IN ITS RATES AND
CHARGES BASED THEREON FOR
UTILITY SERVICE BY ITS MOHAVE
WATER AND HAVASU WATER
DISTRICTS.

1

2

3

4

5

FENNEMORE CRAIG
Norman D. James (No. 006901)
Jay L. Shapiro ING- 014650)
3003 N. Centro Avenue
Suite 2600
Phoenix, Arizona 85012
Attorneys for Arizona-American
Water Company, Inc.

BEFORE THE ARIZONA CORPORATION COMMISSION6
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IN THE MATTER OF THE
APPLICATION OF ARIZONA-
AMERICAN WATER COMPANY, AN
ARIZONA CORPORATION, FOR A
DETERMINATION OF THE CURRENT
FAIR VALUE OF ITS UTILITY PLANT
AND PROPERTY AND FOR
INCREASES IN ITS RATES AND
CHARGES BASED THEREON FOR
UTILITY SERVICE BY ITS SUN CITY
WEST WATER AND WASTEWATER
DISTRICTS.

DOCKET NO. WS-01303A-02-0867

DOCKET NO. WS-01303A-02-0868
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FENNEMORE CRAIG
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IN THE MATTER OF THE
APPLICATION OF ARIZONA-
AMERICAN WATER COMPANY, AN
ARIZONA CORPORATION, FOR A
DETERMINATION OF THE CURRENT
FAIR VALUE OF ITS UTILITY PLANT
AND PROPERTY AND FOR
INCREASES IN ITS RATES AND
CHARGES BASED THEREON FOR
UTILITY SERVICE BY ITS ANTHEM
WATER, AGUA FRIA WATER AND
ANTHEM/AGUA FRIA WASTEWATER
DISTRICTS.
IN THE MATTER OF THE
APPLICATION OF ARIZONA-
AMERICAN WATER COMPANY, AN
ARIZONA CORPORATION, FOR A
DETERMINATION OF THE CURRENT
FAIR VALUE OF ITS UTILITY PLANT
AND PROPERTY AND FOR
INCREASES IN ITS RATES AND
CHARGES BASED THEREON FOR
UTILITY SERVICE BY ITS TUBAC
WATER DISTRICT.

DUCKET NO. WS-01303A-02-0870

DOCKET NO. W-01303A-02-0908
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REBUTTAL TESTIMONY OF

WILLIAM M. STOUT, P.E.

FENNEMORE CRAIG
A PROFESSIONAL CORPORATIDN
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1.

Q.
INTRODUCTION AND QUALIFICATIONS

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

My name is William M. Stout. My business address is 207 Senate Avenue, Camp

Hill, Pennsylvania.

Q- BY WHOM AND IN WHAT CAPACITY ARE YOU EMPLOYED?

I am President of the Valuation and Rate Division of Gannett Fleming, Inc.

Q- PLEASE DESCRIBE THE VALUATION AND RATE DIVISION.

The Valuation and Rate Division of Gannett Fleming, Inc. provides consulting

services to public utilities and railroads. The Gannett Fleming affiliated

companies employ approximately 1,900 people in 50 offices throughout the United

States and Canada.

The Valuation and Rate Division has a long history of client services

encompassing valuations, depreciation studies, revenue requirement, cost

allocation and rate design studies, analyses of accounting systems, and acquisition

and feasibility studies.

Q. PLEASE DESCRIBE YOUR EDUCATION.

I have a Bachelor of Science degree in Management Engineering from Rensselaer

Polytechnic Institute.

Q. ARE YOU A REGISTERED PROFESSIONAL ENGINEER?

Yes, I am registered in the Commonwealth of Pennsylvania.

1

2
3 A.

4

5
6 A.

7
8 A.

9
10
11
12

13
14
15

16
17 A.

18
19
20 A.

21
22 A.

23
24
25
26

Q- ARE YOU A MEMBER OF ANY PROFESSIONAL SOCIETIES?

Yes, I am a member of the National and Pennsylvania Societies of Professional

Engineers, the Institute of Industrial Engineers, the American Gas Association

(AGA),  the American W ater W orks Associa t ion (AW W A),  the Nat iona l

Association of Water Companies (NAWC), and the Society of Depreciation

Professionals (SDP). I  am a  f o rmer  member  o f  t he  Ra tes  &  Cha rges

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

-1-



I Subcommittee of A A and the Accounting Services Committee of AGA and a

past president of SDP.

€

Q. PLEASE SUMMARIZE YOUR EXPERIENCE IN THE FIELD OF

ENGINEERING?

I
I
I

I
I
I
I
I
I
|
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24
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26I

While attending Rensselaer, I was employed by the Valuation Division of Gannett

Fleming Corddry and Carpenter, Inc., during the summers of 1970, 1971, and

1972. My principal assignments related to valuation studies and computer

programming.

After my graduation in June 1973, I was employed by the Valuation

Division as a Valuation Engineer. The scope of my valuation activities has

included assembly of basic data, statistical service life analyses utilizing the

retirement rate and simulated plant record methods, development of cost indexes,

field surveys, estimation of service life and salvage, estimation of reproduction and

replacement costs, calculation of annual and accrued depreciation, calculation of

trended original cost and preparation of reports presenting the results of the

studies,

The scope of my cost of service activities has included the selection of

customers to be demand-metered, the analysis of recorded customer demands, the

development of cost allocation factors, the allocation of costs, the analysis of

customers' consumption, the application of present and proposed rates to the

consumption analysis, the design of rate structures, and the preparation of reports

presenting the results of the studies.

Since January 1978, I have testified in support of the studies conducted

under my direct supervision. In January 1980, I was assigned to the position of

Manager of Depreciation and Cost Allocation Studies conducted by the Valuation

Division. In June 1982, subsequent to a corporate reorganization, I became a Vice

I
I
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President. I became a Senior Vice President in 1991 and attained my current

position of President in 1994.

Q- DO YOUR PROFESSIONAL ACTIVITIES INCLUDE PARTICIPATION

IN CONTINUING PROFESSIONAL EDUCATIONAL PROGRAMS?

Yes, they do. I have completed the "Fundamentals of  Life Estimation,"

"Forecasting Service Life," and "Making and Administering [Depreciation]

Policy" programs conducted by the Center for Depreciation Studies at Western

Michigan University. In 1985, I became a member of the faculty of Depreciation

Programs, Inc., lecturing on "Forecasting Service Life," "Fundamentals of Salvage

Analysis," and "Managing a Depreciation Study". I also have been an instructor at

the annual Introduction to Public Utility Accounting and Advanced Public Utility

Accounting seminars sponsored by the AGA and the Edison Electric Institute and

the seminars presented by the SDP at its Annual Meeting.

Q- HAVE YOU PREVIOUSLY TESTIFIED ON THE SUBJECT OF

DEPRECIATION?
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22

23

24

25

26 Q.

Yes, I have testif ied before the Missouri Public Service Commission, the

Pennsylvania Public Utility Commission, the Georgia Public Service Commission,

the Public Service Commission of  Indiana, the New York Public Service

Commission, the New Hampshire Public Utilities Commission, the Alaska Public

Utilities Commission, the Texas Public Utility Commission, the Public Utilities

Commission of the State of Colorado, the Federal Energy Regulatory Commission,

the National Energy Board of Canada, the Canadian Radio-Television and

Telecommunications Commission, the Alberta Energy & Utilities Board, the

Newfoundland Board of Commissioners of Public Utilities, and the United States

Tax Court on the subject of depreciation.

HAVE YOU PREVIOUSLY TESTIFIED ON THE SUBJECT OF
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REPRODUCTION COST OR TRENDED ORIGINAL COST?

Yes, I testified before the Supreme Court of Ulster County, New York on behalf of

The City of New York on the subj eats of reproduction cost and replacement cost.

Q, HAVE YOU CONDUCTED REPRODUCTION COST STUDIES FOR

WHICH YOU DID NOT TESTIFY BEFORE A REGULATORY BODY?

Yes, I assisted in the conduct of numerous reproduction cost and trended original

cost studies that were supported by others, and I have conducted studies for

purposes other than a ratemaking proceeding. I assisted in the conduct of many

trended original cost studies during the l970's when Pennsylvania was a fair value

state. Since that time, I have performed sMdies of current costs to inform buyers

or sellers of  utilit ies on the value of the property and have also estimated

reproduction costs for the purposing of  indexing such costs to the date of

installation as estimate of original cost.

Q, WHAT Is THE PURPOSE OF YOUR REBUTTAL TESTIMONY IN THIS

PROCEEDING?

The purpose of my rebuttal testimony is respond to the Direct Testimonies of

Darron W. Carlson, Dorothy Hains, John A. Chelus, Lyndon R. Hamnion and

Marlin Scott, Jr. (collectively, "Staff") related to the Reconstruction Cost New

("RCN") studies conducted by them on behalf of the Arizona Corporation

Commission (the "Commission") and the RCN studies conducted by Thomas J.

Bourassa on behalf of Arizona-American Water Company (the "Company").

11.

Q~

SUMMARY OF THE PARTIES' RCN STUDIES AND THEIR VALIDITY

HAVE YOU REVIEWED THE RCN STUDIES CONDUCTED BY THE

STAFF AND BY MR. BOURASSA?
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Yes, I have reviewed the RCN studies conducted by Staff and by Mr. Bourassa.

believe that Staff" s use of specific cost indexes and elimination of not used and

I

I
I
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I
I
I
I

useful property in conducting their studies result in a better estimate of RCN.

However, as discussed below, the differences between the two sets of studies are

very small, and in the Company's rebuttal presentation, Mr. Bourassa has revised

his RCN studies to more closely follow Staff's approach.

I Q- PLEASE COMMENT ON THE RCN STUDIES CONDUCTED BY MR.

BOURASSA ON BEHALF OF THE COMPANY.I
I
I
I
I
I
I

Mr. Bourassa has conducted trended original cost studies as the means of

determining RCN values for each district of the Company. Valuation experts have

used trended original cost studies in this manner for many years. It is a cost

effective and reasonable approach to the determination of RCN. In a trended

original cost study, trend factors, as developed from cost indexes, are applied to

the original cost by installation year of the assets being studied. Mr. Bourassa used

the Handy-Whitman composite index for water plant for all assets of the Company.

There is some merit to this approach as explained in Mr. Bourassa's rebuttal

testimony. Mr. Bourassa applied the composite index to the original cost per

books as of December 31, 2001. The results of Mr. Bourassa's trended original

cost studies are reasonable approximations of the RCN values for each water and

wastewater district as of December 31, 2001 .

I Q- PLEASE COMMENT on THE RCN STUDIES CONDUCTED BY STAFF.

I
I
I
I
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Although not described in their direct testimonies, the Staff engineers also

conducted trended original cost studies of the plant in each district. The results of

these studies are included in Staffs workpapers and are attached to Mr. Bourassa's

rebuttal testimony. Staffused the Handy Whitman indexes for water utilities in the

Plateau Region. Staff used the specific cost indexes for each account and applied

them to the original cost of assets recorded in that account as of December 31,

2001. In addition, Staff eliminated certain unidentified and not used and useful

I
I
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I
I
I

plant as a result of its review of the data and field inspections. Staff also did not

include current measures of the value of land, organization and franchises and

consents. The results of Staff's trended original cost studies also are reasonable

approximations of the RCN values for each of the water and wastewater districts

as of December 31, 2001 .

I
Q- How DO THE RESULTS OF STAFF'S RCN STUDIES COMPARE TO

THE RESULTS OF MR. BOURASSA'S RCN STUDIES?

I
I
I
I
I
I
I
I
I
I
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9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

The results of Staff's RCN studies for the several districts are somewhat lower

than the results for each district developed by Mr. Bourassa in his original RCN

studies, which accompanied his direct testimony. The Company total RCN

developed by Staff is 7 percent less than the results of Mr. Bourassa's RCN as

originally filed. However, the results of Staff" s RCN studies are both greater than

and less than the results of Mr. Bourassa's RCN studies, depending on the

particular water or wastewater district at issue, after adjusting Mr. Bourassa's

results to (l) reflect account specific indexes, (2) eliminate unidentified and not

used and useful property and (3) reflect land and intangibles at original cost. As

stated, I agree with these adjustments made by Staff.

The Company has adopted certain of Staff's adjustments and has adjusted

its RCN values in its rebuttal filing. With these adjustments, the RCN values for

the Company now total $380.6 million, as explained in Mr. Bourassa's rebuttal

testimony, as compared to $379.4 million per Staff. This is a difference of only

0.3 percent. Schedule 9 attached to the rebuttal testimony of Mr. Bourassa

presents a comparison of the results of the two sets of RCN studies. Consequently,

there is no material difference between the two sets of values, and both of them

provide a reasonable basis for developing a fair value rate base for each district.

I
I
I
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III. REBUTTAL TO STAFF'S SPECIFIC CONCERNS REGARDING THE USE
OF THE RCN STUDIES IN THIS PROCEEDING

Q- WHY DIDN'T STAFF RECOMMEND USE OF THE RESULTS OF THE

RCN STUDIES THAT THEY CONDUCTED?

Staff indicates that a proper RCN study would require an inventory of plant to

obtain complete and accurate descriptions of each item so that "the person

preparing the study knows precisely what the plant item is so that the appropriate

trend factor is applied." (E.g., Chelus Direct at 5, Harmon Direct at 4.)

Q- Is SUCH AN INVENTORY REQUIRED TO CONDUCT AN RCN STUDY?

No. It is not practical to expect preparation of a complete inventory of plant along

with detailed descriptions and dates of installation in order to estimate the current

value of the plant. The Company maintains a continuing property record ("CPR")

that reflects the plant presently in service including a description, the original cost

and the date of installation. Use of data from the CPR along with standard cost

indexes in a trended original cost study is a far more cost effective means of

determining the RCN of the plant. Periodic inspections, such as those conducted

by Staff, to verify the used and usefulness of plant recorded on the books should be

performed in order to assure that the RCN relates to plant that is in service.

1
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5 A.
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10 A.
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17
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22 A.

23
24
25
26

Q- DOES THE PERSON CONDUCTING A TRENDED ORIGINAL COST

STUDY NEED TO KNOW PRECISELY WHAT THE PLANT ITEM IS IN

ORDER TO SELECT THE APPROPRIATE TREND FACTOR?

No. The cost indexes used by both the Staff and Mr. Bourassa are the Handy-

Whitman indexes. Valuation experts have used the Handy-Whitman indexes for

many years to trend original costs of utility plant to current measures of value. The

Handy-Whitman indexes are prepared by type of utility, region of the country and

plant account. Thus, in order to apply the appropriate Handy-Whitman index, the

-7-



I
I
I
I Q-

only knowledge required is the plant account in which the asset is recorded and the

year that it was placed in service.

I

EACH OF THE STAFF WITNESSES REJECTS THE RCN STUDY OF MR.

BOURASSA BECAUSE THEY C¢ARE NO MORE THAN 'ASSET

LISTINGS' THAT LIST ALL THE PAST AND PRESENT ASSETS OF

THE UTILITY." Qm., CHELUS DIRECT AT 4; HAMMON DIRECT AT

3-) DO YOU AGREE WITH THAT ARGUMENT?

I
I
I
I

No, I do not. The asset listings include only those assets that remain in service as

of December 31, 2001, with the exception of those assets determined by Staff to be

no longer used and useful. The total original cost reflected in this asset listing is in

agreement with the Company's general ledger and reflects many past retirements.

It is not uncommon to identify property that is no longer used and useful during

field inspections. There is a lag between plant going out of service and the

recording of the retirement on the books. Further, plant not being used is

sometimes kept on the books based on an expectation that it will return to service

in the near iiuture. The items of plant identified by Staff as not used and useful

represent a very small portion of the RCND rate bases and do not indicate that the

asset listings include all plant, past and present.

I Q-

I
IF AN ITEM OF PLANT Is NOT USED AND USEFUL AND HAS NOT

BEEN RETIRED FROM THE BOOKS, TO WHAT EXTENT Is THE

RCND RATE BASE OVERSTATED?

I
I
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The RCND rate base is not overstated by the property that is not currently "not

used and useful." Retirement of such items from plant in service results in equal

reductions of the original cost of plant in service and the accumulated provision for

depreciation. The net impact on an original cost rate base is zero. Similarly, when

using the ratio of accumulated depreciation to original cost for calculating theI
I
I
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depreciation deduction from RCN, a lower accrued depreciation ratio would be

applied to the RCN reduced by the current cost of the not used and useful assets.

The net result would be little change in the RCND rate base.

Q, STAFF ALSO STATES THAT CONTRIBUTED PLANT WAS NOT

PROPERLY REMOVED FROM THE PLANT IN SERVICE BASE. DO

YOU AGREE?

No. Although the plant in service includes contributed property, a separate

deduction from the RCND rate base for contributions was made by Mr. Bourassa

in determining rate base. By virtue of this deduction, contributed property is not

included in rate base.

Q- DO YOU AGREE WITH STAFF THAT THE HANDY-WHITMAN

INDEXES SHOULD BE USED ON AN ACCOUNT BASIS RATHER THAN

A SINGLE COMPOSITE INDEX FOR ALL PLANT?

Yes, I agree with Staff. The Handy-Whitman indexes are prepared for each

account and should be applied as such. The composite index may or may not

represent the weighting of accounts for a specific company. Staffs workpapers

reflect the correct application of the Handy-Whitman .indexes for each plant

account to the surviving original cost of the Company by plant account as of

December 31, 2001.
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Q- DO YOU AGREE WITH STAFF THAT THE HANDY-WHITMAN

INDEXES SHOULD NOT BE USED FOR GENERAL PLANT

EQUIPMENT SUCH As OFFICE FURNITURE, TOOLS, AND so

FORTH?

Yes, I do. However, the portion of plant represented by general equipment is

relatively small, and Staff appears to have identified indexes that it considered

appropriate in its calculation of RCN. The resulting trend factors appear

I
I
I
I
I
I
I
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I
I
I
I
I
I
I
I
I
I
I

_9-



I
I
I reasonable.

Q-

I
DO YOU AGREE WITH STAFF THAT ORGANIZATION, FRANCHISES

AND CONSENTS AND LAND SHOULD NOT BE TRENDED IN AN RCN

STUDY?

I
I
I
I
I
I

Not entirely. Generally, RCN studies incorporate land at original cost or include

land at its currently appraised value based on a separate real estate appraisal. For

ratemaking purposes, it has been my experience that such appraisals are not

performed and land is simply included in the current cost measure of value at its

original cost. However, Organization and Franchises and Consents represent

costs, expenses, and fees related to the connation of the Company and obtaining

franchises and other approvals to operate from state and local governments. Such

costs do increase over time with inflation, and there is a logical argument for

trending the original costs recorded in these accounts to a current price level. An

index that represents the general rate of inflation such as the Consumer Price Index

would be appropriate for such costs.I
Q, DO YOU SHARE STAFF'S CONCERNS

MISCLASSIFICATION OF ASSETS?

REGARDING THE

I
I

I
I
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No. The misclassification of assets is not a significant problem in the RCN studies

conducted by Mr. Bourassa. Although there are a few assets that should have been

transferred to their appropriate accounts, the change in the trend factor that would

have been used as a result would be relatively minor and not have a significant

impact on the RCN study results. I use as evidence of this probable outcome the

small variance between the RCN study results obtained by Mr. Bourassa using the

overall composite index in the Company's direct filing as compared to Staffs

results using account-specific indexes.

I Q. DO YOU AGREE WITH STAFF THAT OVERHEADS HAVE BEEN

I
I
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I
I
I
I
I

No, I do not. As explained in the rebuttal testimony of Mr. Bourassa, overheads

are allocated to projects that are in progress. Thus, the additive for overheads will

vary depending on the number and size of projects presently underway. Over the

course of a year, the total amount of overhead added to capital projects is

appropriate. As can be seen from the small variance between the use of a

composite index and the account specific index, the project to which the overhead

is assigned will have little impact on the ultimate result of the RCN study.I
I
I

Q, IT

Yes, it is. Overheads would be capitalized as a part of the reproduction of the

assets just as overheads are capitalized today as a part of the replacement of an

asset.

Q-

i

ADDED IN A HAPHAZARD FASHION?

Is APPROPRIATE To INCLUDE OVERHEADS IN THE

DETERMINATION OF RCN VALUES?

DO YOU AGREE WITH STAFF THAT THESE CONCERNS RESULT IN

BQURASSA,

"IRREPARABLY FLAWED"?

RCN STI DIFQ, AS (1nnm1f*Tlm By MR.- _L __J\ THAT ARE

I
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No, I do not. In my opinion, Staff has cured any flaws by applying the Handy-

Whitman indexes on an account basis, eliminating from the RCND rate bases any

property that is not used and useful, and eliminating the trending of land. Staff's

studies provide a sound detennination of the RCND rate bases for each water and

wastewater district that can be relied on for ratemaldng purposes in this

proceeding. With the adjustments made by Mr. Bourassa, as described in his

rebuttal testimony, Mr. Bourassa's RCN studies are now very closely aligned with

Staffs RCN studies, as shown by the very small variance between his results and

those of Staff. Therefore, there is no reason not to utilize these studies for

ratemaking purposes.

I
I
I
I
I
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Q- DO YOU AGREE THAT THE CONDUCT OF AN RCN STUDY Is

BEYOND THE RESOURCES OF STAFF?

No. Staff has conducted field investigations to become familiar with the property

and identify not used and useful property. Staff has applied the Handy-Whitman

indexes on an account basis to the remaining used and useful property as of

December 31, 2001. The result is a reasonable determination of RCN based on

generally accepted valuation techniques. Staffs concerns about the need to

conduct an exhaustive physical inventory are unwarranted.

Q- DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY?

Yes, it does.

1468896.3/73244.034
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I INTRODUCTION AND QUALIFICATIONS

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS?

I Ronald L. Kozo ran, 1605 W. Mulberry Drive, Phoenix, Arizona 85015.

I
Q, BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

I am self-employed and provide consulting services to utility companies and other

businesses with utility related interests.

Q, COULD YOU BRIEFLY SUMMARIZE YOUR PRIOR REGULATORY

EXPERIENCE?

I
I
I

I
I

I
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Yes. I was employed by the Illinois Commerce Commission ("ICC") from 1977 to

1981 in various accounting and management positions. While with the ICC, I

testified as the ICC Staff's expert witness on cost of capital, rate base and

operating income in rate cases involving Commonwealth Edison Company, Illinois

Bell Telephone, and other major Illinois utility companies.

I was first retained by the Arizona Corporation Commission ("Commission"

or "ACC") in 1981 as a consultant to prepare Commission Staffs cost of capital

testimony for the Southwest Gas Corporation and Southern Union Gas Company

rate cases. I later became Chief Rate Analyst for the Commission. As Chief Rate

Analyst, I was responsible for supervising all of the Commission's rate analysts

and utility auditors. While with the Commission, I testified on cost of capital

concerning Sun City West Util ities, Continental Telephone Company of

California, and Mountain Bell Telephone (now Qwest), among others .

I have also testified as an independent consultant on behalf of utility

companies, utility consumers, and regulatory agencies. I am also an instructor in

the areas of public utility accounting and general regulatory practices for the

National Association of Regulatory Uti l i ty Commissioners in its Annual

Regulatory Studies Program held at Michigan State University in East Lansing,

I
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Michigan. In 2001, I taught Revenue Requirements Accounting, and Regulatory

Accounting Methods and Applications under changing Regulatory and Market

Conditions.

Q- ON WHOSE BEHALF ARE YOU TESTIFYING?

I am testifying on behalf of Arizona-American Water Company ("Arizona-

American" or "the Company"). As explained in the Direct Testimony of David P.

Stephenson, the Company is filing five applications for rate increases for several

different systems Arizona-American recently acquired from Citizens

Communications Company ("Citizens"). Specifically, the systems covered by

these five applications include the Sun City water and wastewater districts

(Application No. 1), Sun City West water and wastewater districts (Application

No. 2), the Mohave water and Havasu water districts (Application No. 3), Agua

Fria water district, Anthem water district and the Anthem/Agua Fria wastewater

district (Application No. 4), and the Tubac water district (Application No. 5). For

convenience, I will sometimes refer to the five applications collectively as the

Company's rate filing.

11.

Q-

PURPOSE OF TESTIMONY. SUMMARY AND CONCLUSIONS

WHAT Is THE PURPOSE OF YOUR TESTIMONY?

To set forth the proposed new rates for all of the systems included in the

Company's rate filing and to explain the schedules concerning those proposed new

rates. In this specific testimony, I address the proposed rates for the Company's

Sun City water district and Sun City wastewater district.

1

2

3

4

5 A .

6

7

8

9

10

11

12

13

14

15

16

17

18

19  A .

20

21

22

23

24

25 A.

26

Q. W OULD YOU PLEASE IDENTIFY THE SCHEDULES YOU ARE

SUPPORTING IN YOUR TESTIMONY?

My testimony supports the "H" Schedules included in each of the five applications

in the Company's rate filing. I prepared all of these schedules.

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I 2



HAS ARIZONA-AMERICAN PREPARED A COST OF SERVICE STUDY

IN SUPPORT OF THE PROPOSED RATES FOR ANY OF THESE

SYSTEMS?

No. Consequently, the Company has not included "G" Schedules in any of the five

applications at this time.

Q- WHY HASN'T THE COMPANY INCLUDED THE SCHEDULES IN

ITS RATE FILING?

Under R14-2-103.B, cost of service information must be filed if both of the

following conditions are present:

1) The utility is in a segment of the utility industry that
recognizes cost of service studies as important tools for rate
design, and

2) Costs incurred by the utility are likely to vary significantly
from one defined segment of customers to another.

Arizona-American is not proposing different increases for different

customer classes or groups. Instead, in order to reduce the number of issues and to

simplify the Company's rate tiling, Arizona-American proposes that necessary rate

increases be allocated to all customers equally. In other words, Arizona-American

does not propose to change the existing rate design, including the allocation of the

revenue requirement between customer types, f rom that approved by the

Commission when it set the present rates for each of the water or wastewater

systems covered by the Company's rate filing.

Q- WHAT DO YOU MEAN THE COMPANY WILL ALLOCATE RATE

INCREASES TO ALL CUSTOMERS EQUALLY?

1 Q.

2

3

4 A.

5

6

7

8 A.

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24 A

25

26

After developing a new revenue requirement for each district included in the

Company's rate filing, Arizona-American determined the percent increases

necessary to meet the new requirement. That percentage increase was then applied

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
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Meter
Size

Monthly Minimum inGallons Included
Monthly Minimum

5/8 X 3/4" $5.00 0

3/4" $5.00 0

1 " $13.00 0

1 1/2" $28.00 0

$41.00 0

3 " $70.00 0

$103.00 0

$141.00 0

N/A 0

to the monthly minimums and commodity rates for all customers in that water and

wastewater district uniformly so that each customer will experience the

approximately the same percentage increase. I say approximately because, as a

result of the Company rounding the proposed rates up or down to the nearest

whole cent, the percentage increases will not be exact in every instance.

111. PROPOSED RATE INCREASES FOR SUN CITY WATER DISTRICT AND
SUN CITY WASTEWATER DISTRICT

A.

Q,

Sun Citv Water District

HOW MUCH OF AN INCREASE Is ARIZONA-AMERICAN SEEKING

FOR THE SUN CITY WATER DISTRICT COMPARED TO PRESENT

RATES?

Arizona-American seeks an 88.50 % rate increase over the existing rates for its

Sun City water district.

Q- WHAT ARE THE PRESENT RATES FOR SUN CITY WATER DISTRICT?

1

2

3

4

5

6

7

8

9

10

11 A.
12

13

14 A
Rx.

15

16

17

18

19

20

21

22

23

24

25

26

The present rates are listed below:
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Meter
Size

Monthly Minimum inGallons Included
Monthly Minimum

5/8 x 3/4" $9.43 0

3/4" $9.43 0

1 " $24.51 0

1 1/2" $52.78 0

$77.29 0

$131.95 0

$194.16 0

$265.79 0

N/A 0

The commodity rate for all meter sizes is $0.73 per 1,000 gallons, up to

8,000 gallons. The second tier rate (starting at 8,001 gallons) is $0.92 per 1,000

gallons. Construction water (Untreated CAP Water) is $0.50 per 1,000 gallons,

while initiation water is $0.65 per 1,000 gallons. The commodity rate for Public

Interruptible water is $0.50 per 1,000 gallons.

Q- WHAT ARE THE PROPOSED RATES FOR THE SUN CITY WATER

DISTRICT?

The proposed rates are listed below:

1

2

3

4

5

6

7

8 A.

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

The proposed commodity rate is $1.38 per 1,000 gallons, up to 8,000

gallons. The proposed second tier for rates is $1.73. The proposed rate for

Construction water (Untreated CAP Water) is $0.94 per 1,000 gallons. The

proposed rate for In*igation water is $1.23 per 1,000 gallons. The proposed rate for

Public Interruptible water is $0.94 per 1,000 gallons. Due to rounding to the

nearest whole cent, some of the above rates may be slightly higher or lower than

the proposed 88.50% overall rate increase.

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
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Q- WHAT is THE IMPACT ON A RESIDENTIAL CUSTOMER WHO USES

8,361 GALLONS PER MONTH, WHICH is THE AVERAGE USAGE FOR

A RESIDENTIAL 5/8 INCH METER CUSTOMER IN THE SUN CITY

WATER DISTRICT?

The present bill is $11.71 per month. The proposed Bil] would be $20.01 per

month, an increase of $9.92, or 88.81%.

Q. WILL THE RATE INCREASE FOR THE SUN CITY WATER DISTRICT

BE PHASED IN?

Yes. In the first year, rates will increase by 40%. Thus, an average residential

customer on a 5/8-inch meter would experience an increase of $4.45, or

approximately 40%. The average bill will increase from $11.71 to $15.63. The

remainder of the rate increase will be phased in 12 months after the effective date

of the Order approving the rate increase.

Q.

B. Sun Citv Wastewater District

WHAT Is THE RATE INCREASE PROPOSED FOR THE SUN CITY

WASTEWATER DISTRICT?

The Company proposes a 12.50% rate increase for all customers.

Q. WHAT ARE THE PRESENT RATES FOR SUN CITY WASTEWATER

DISTRICT?

1

2

3

4

5 A .

6

7

8

9 A.

10

11

12

13

14

15

16

17 A .

18

19

20 A.

21

22

23

24

25

26

The present monthly charges are listed below.

Residential $ la .87

Commercial $ l5.46

Large Commercial $32.80 (consumption over 20,000 gallons)

$ 3.78

Commercial, restaurant, per dishwasher or garbagegrinder

$29.10

Commercial, Additional Toilets

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
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Commercial, Laundromat, per washing machine

8 7.06

Commercial, per wash rack $14.40

The charge for 1,000 gallons of wastewater (above the 20,000 included in

the monthly minimum) is $1 .24.

Q- WHAT ARE THE PROPOSED RATES FOR THE SUN CITY

WASTEWATER DISTRICT?

The Company's proposed monthly charges are listed below.

Residential $14.48

Commercial S l7.39

Large Commercial $36.90 (consumption over 20,000 gallons)

s 4.25

Commercial, restaurant, per dishwasher or garbage grinder

$32.74

Commercial, Laundromat, per washing machine

$ 7.94

Commercial, per wash rack $16.20.

The proposed charge for 1,000 gallons of wastewater (above the 20,000

included in the monthly minimum) is $1 .40 .

Commercial, Additional Toilets

Q- WHAT IMPACT WILL THE PROPOSED RATES HAVE on A TYPICAL

RESIDENTIAL CUSTOMER?

1

2

3

4

5

6

7

8 A .

9

10

11

12

13

14

15

16

17

18

19

20

21

22 A.

23

24

25

26

The typical residential customer in the Sun City wastewater district will experience

a rate increase of $1.61 per month, or 12.51%.

I
I
I
I
I
I
I
I
I
I
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I
I
I
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REVENUE ANNUALIZATION AND THE ¢cH9a SCHEDULES

DID YOU PREPARE THE REVENUE ANNUALIZATION THAT ARE

USED IN MR. BOURASSA'S SCHEDULES?

Yes, I did.

WOULD YOU EXPLAIN HOW THE REVENUE ANNUALIZATIONS

WERE PREPARED?

The revenue annualizations were prepared based on the total customer count as of

December of the test year. Annualizations for any increase in the number of

customers in each customer class as of December of the test year were made to

project revenues and consumption for those annualizations as if those customers

had been on the system for the full year. Annualizations for any decrease in the

number of customers in a customer class as of December of the test period were

made to remove the revenue and consumption for those lost customers as if those

customers had not existed on the system for the full year. Thus, the customer

count at December was the controlling inf luence as to whether revenue and

consumption was either annualized or removed.

PLEASE EXPLAIN WHAT Is SHOWN ON SCHEDULE H-1?

The H-1 Schedule shows the revenues at present and proposed rates from each

class of customer, and the annualization of revenues for any change in the number

of customers during the year.

PLEASE EXPLAIN WHAT is SHOWN ON SCHEDULE H-2?

The H-2 Schedule shows the rate increase based on the average annual usage for

each customer class. The billing to each average user is at present and proposed

rates.

1 Iv.

2 Q-

3
4 A.

5 Q.

6
7 A.

8

9

10

11

12

13

14

15

16

17 Q.
18 A.

19

20

21 Q.
22 A.

23

24

25 Q.

26

WHAT Is CONTAINED ON THE H-3 SCHEDULES?

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
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I

Schedule H-3 contains both the present and proposed rates. The Schedule also

shows the dollar increase, and percentage increase.

WHAT Is CONTAINED ON THE H-4 SCHEDULES?

Schedule H-4 shows the billing at both present and proposed rates based on

various usage levels. The schedule also shows the dollar increase, and percentage

increase at various usage levels.

WHAT is SHOWN ON THE H-5 SCHEDULES?

The H-5 Schedules contain the usage for each class of customer during the test

year. These schedules are commonly referred to as the bill count schedules, as the

schedules show usage by various classes of customers during the test year.

WHY is THERE MORE THAN ONE SET OF H-1, H-z, AND H-3

SCHEDULES FOR THE SUN CITY WATER DISTRICT?

There is a "phase in" set of H-1, H-2, H-3, and H-4 schedules to coincide with

Arizona-American's proposal to phase in the rate increases for the Sun City water

distn'ct.

I
I
I
I
I
I
I
I
I
I
I

HAS THE COMPANY PROPOSED THE SPECIFIC FORM OF ITS

TERMS AND CONDITIONS TO BE INCLUDED IN ITS TARIFFS AS A

PART OF THIS PROCEEDING?

I
I
I

Yes, included in the Company's schedules are the proposed rates and charges for

service, as well as other standard terms and conditions. These are in a font the

Commission has recently approved for other water companies. Specifying terms

and conditions in a fontal tariff permits the Company to more effectively and

efficiently operate while also providing a better understanding for customers who

are requesting particular services from the Company.

1  A .

2

3  Q .

4 A.

5

6

7 Q.

8 A.

9

10

11 Q.

12

13 A.

14

15

16 Q-

17

18

19 A.

20

21

22

23

24

25 Q.

26

Is THE COMPANY PROPOSING ANY CHANGE IN ITS OTHER TARIFF

CHARGES?

I 9



I
I
I

Yes. The Company is proposing to increase the meter/service line charge to match

the recommended charges set forth in the memorandum of the Utilities Division,

Engineering Section, dated April 23, 2002. A copy is attached hereto as Kozo ran

Dir. Exh. 1. The Company is not proposing any other changes in its tariffs.

Additionally, the Company proposes to collect the income tax on the meter/service

line charge, as these charges are now taxable income. Refunds of the

meter/sewice line charge will include a refund of the original income tax collected

spread over the refund period.

Q, DOES THIS PROPOSED CHANGE IN METER FEES IMPACT

I
I

REVENUE?

No. Meter/Service Line Installation Fees are not revenues. These fees are either

considered refundable deposits or advances, and not revenues. As with  any

advance or deposit, they are also considered a deduction from rate base in the

development of a revenue requirement. Thus, any increase in these fees is revenue

neutral.I
I

Q. DOES THAT CONCLUDE YOUR DIRECT TESTIMONY?

Yes, it does.

I
I

I
I

1 A.

2

3

4

5

6

7

8

9

10

11 A.

12

13

14

15

16

17 A.

18
1358024.2/73244.034

19

20

21

22

23

24

25

26
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Meter Size Service line Charge Meter Charge I Total Charge

5/8" x 3/4" 340 I to 180
I
i
I80 420

3/4" t340 to 370 155 to 205I
890
420 400 to 450 900

1 ,525
2,220

895 I3
to 1,640I

!

945
so 580 1 ,590

l

to 745 1 ,370 to 1,420
765 2,14s to 2.960

4" -Turbine 1 ,030
4" - Compound 1 ,oho
6" -Turbine 1 ,550

t o
I
I 2,170I

I
1,090
1,120

3.200
3,045

to 1,610 4,325 to 4,425 5,87 to 6.085
6" - Compound 1 ,570 to 1,630 6,020 to1

I I 6,120

MEMQBAEQWJM

I To: Dorothy Hairs
John Chelas
Lyndon Harmon

Del Smith
Gordon Fox
Claudio Fernandez

John Thomton

From: Marlin Scott, Jr. AM
Utilities Engineer
Utilities Diwlsion

I Date: April 23, 2002

RE: UPDATE OF STAFFS TYPICAL SERVICE LINE AND METER
INSTALLATION CHARGES

U

I The following is an updated list of Staffs typical service line and meter installation
charges for 2002. If a company desires to charge an amount greater than these amounts, it should
be required to Submit appropriate cost justification to do so.

to 370I l
¥
i

EU

1-1/2"
1 3

___r 190 to a 240 li

!

500
575
660

I
I

I

420
450
580 I

to
to

.2" -Turbine _. 550 to
§;_Compound I 550
3" -Turbine 715
3"-Compound 735 to

i

495
580
820

1,445
2, 140
2,o85
2,880

I
I 2,165

2,195
to I 2,270
to I 3,145

-

I
I

4,105

to
I to

to
to

to

to

5 to

to

Q to

3,360
4,265

!
I

I
I

7.590 to 7,750a r

*Note: Meter charge includes meter box or vault.

I '\ :msg
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I
INTRODUCTION AND QUALIFICATIONS

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS?

I Ronald L. Kozo ran, 1605 W. Mulberry Drive, Phoenix, Arizona 85015.

I
BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

I
I am self-employed and provide consulting services to utility companies and other

businesses with utility related interests .

Q- COULD YOU BRIEFLY SUMMARIZE YOUR PRIOR REGULATORY

EXPERIENCE?I
I
I

I
I
I

I

1 1.

2 Q.

3 A.

4 Q.
5 A.

6

7
8
9 A.

10

11

12
13

14

15

16

17

18

19

20

21

22

23

24

25

26

Yes. I was employed by the Illinois Commerce Commission ("ICC") from1977 to

1981 in various accounting and management positions. While with the ICC, I

testified as the ICC Staffs expert witness on cost of capital, rate base and

operating income in rate cases involving Commonwealth Edison Company, Illinois

Bell Telephone, and other major Illinois utility companies .

I was first retained by the Arizona Corporation Commission ("Commission"

or "ACC") in 1981 as a consultant to prepare Commission Staffs cost of capital

testimony for the Southwest Gas Corporation and Southern Union Gas Company

rate cases. I later became Chief Rate Analyst for the Commission. As Chief Rate

Analyst, I was responsible for supervising all of the Commission's rate analysts

and utility auditors. While with the Commission, I testified on cost of capital

concerning Sun City West Util ities, Continental Telephone Company of

California, and Mountain Bell Telephone (now Qwest), among others.

I have also testified as an independent consultant on behalf of utility

companies, utility consumers, and regulatory agencies. I am also an instructor in

the areas of public utility accounting and general regulatory practices for the

National Association of Regulatory Util i ty Commissioners in its Annual

Regulatory Studies Program held at Michigan State University in East Lansing,

I FENNEMORE CRAIG
A PROFESSIONAL CORPORATION
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I
I
I Michigan. In 2001, I taught Revenue Requirements Accounting, and Regulatory

Accounting Methods and Applications under changing Regulatory and Market

Conditions.I
I Q- ON WHOSE BEHALF ARE YOU TESTIFYING?

I

I
I
I

I am testifying on behalf of Arizona-American Water Company ("Arizona-

American" or "the Company"). As explained in the Direct Testimony of David P.

Stephenson, the Company is filing five applications for rate increases for several

different systems Arizona-American recently acquired from Citizens

Communications Company ("Citizens"). Specifically, the systems covered by

these five applications include the Sun City water and wastewater districts

(Application No. 1), Sun City West water and wastewater districts (Application

No. 2), the Mohave water and Havasu water districts (Application No. 3), Agua

Fria water district, Anthem water district and the Anthem/Agua Fria wastewater

district (Application No. 4), and the Tubac water district (Application No. 5). For

convenience, I will sometimes refer to the five applications collectively as the

Company's rate filing.

I
11.

Q-

PURPOSE OF TESTIMONY., SUMMARY AND CONCLUSIONS

WHAT Is THE PURPOSE OF YOUR TESTIMONY?

I
To set forth the proposed new rates for all of the systems included in the

Company's rate filing and to explain the schedules concerning those proposed new

rates. In this specific testimony, I address the proposed rates for the Company's

Sun City West water district and Sun City West wastewater district.I
I

1

2

3

4

5 A .

6

7

8

9

10

11

12

13

14

15

16

17

18

19 A .

20

21

22

23 Q.

24

25 A.

26

W OULD YOU PLEASE IDENTIFY THE SCHEDULES YOU ARE

SUPPORTING IN YOUR TESTIMONY?

My testimony supports the "H" Schedules included in each of the five applications

in the Company's rate filing. prepared all of these schedules.

I FENNEMQRE CRAIG
A PROFESSIGNAL CORPORATION
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HAS ARIZONA-AMERICAN PREPARED A COST OF SERVICE STUDY

IN SUPPORT OF THE PROPOSED RATES FOR ANY OF THESE

SYSTEMS?

No. Consequently, the Company has not included "G" Schedules in any of the five

applications at this time. '

WHY HASN'T THE COMPANY INCLUDED THE SCHEDULES IN

ITS RATE FILING?

Under R14-2-l03.B, cost of service information must be filed if both of the

following conditions are present:

1) The utility is in a segment of the utility industry that
recognizes cost of service studies as important tools for rate
design, and

I
I
I
I
I
I
I
I
I
I

2) Costs incurred by the utility are likely to vary significantly
from one defined segment of customers to another.

I
I

Arizona-American is not proposing different increases for different

customer classes or groups. Instead, in order to reduce the number of issues and to

simplify the Company's rate filing, Arizona-American proposes that necessary rate

increases be allocated to all customers equally. In other words, Arizona-American

does not propose to change the existing rate design, including the allocation of the

revenue requirement between customer types, f rom that approved by the

Commission when it set the present rates for each of the water or wastewater

systems covered by the Company's rate filing.

I
WHAT DO YOU MEAN THE COMPANY WILL ALLOCATE RATE

INCREASES TO ALL CUSTOMERS EQUALLY?

1 Q.

2

3

4 A.

5

6 Q.

7

8 A .

9

10

11

12

13

14

15

16

17

18

19

20

21

22 Q,

23

24 A

25

26

After developing a new revenue requirement for each system included in the

Company's rate filing, the Company determined the percent increases necessary to

FENNEMORE CRAIG
'A PROFESSIONAL CORPORATION

PHOENIX
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Meter
Size

Monthly Minimum inGallons Included
Monthly Minimum

5/8 X 3/4" $5.00 0

3/4" $5.00 0

1 " $13.00 0

1 1/2" $28.00 0

$41.00 0

$70.00 0

4 " $103.00 0

meet the new requirement. That percentage increase was then applied to the

monthly minimums and commodity rates for all customers in that water and

wastewater district unifonnly, so that each customer will experience the

approximately the same percentage increase. say approximately because, as a

result of the Company rounding the proposed rates up or down to the nearest

whole cent, the percentage increases will not be exact in every instance.

I

III. PROPOSED RATE INCREASES FOR SUN CITY WEST
DISTRICT AND SUN CITY WEST WASTEWATER DISTRICT

WATER

A.

Q.

Sun City West Water District

WHAT INCREASE IN REVENUES Is BEING SOUGHT FOR THE SUN

CITY WEST WATER DISTRICT COMPARED TO ADJUSTED TEST

YEAR REVENUES AT PRESENT RATES?

Arizona-American seeks a 43.96% increase in revenues over the adjusted test year

revenues at existing rates for its Sun City West water district.

Q. WHAT ARE THE PRESENT RATES FOR THE SUN CITY WEST WATER

DISTRICT?

1

2

3

4

5

6

7

8

9

10

11

12

13 A .

14

15

16

17 A.

18

19

20

21

22

23

24

25

26

The present rates are listed below:

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
|
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6 " $141.00 0

N/A 0

Meter
Size

Monthly Minimum inGallons Included
Monthly Minimum

5/8 X 3/4" $7.23 0

3/4" $7.23 0

1 " $18.80 0

1 1/2" $40.49 0

$59.29 0

3 " $101.22 0

$148.94 0

$203.89 0

N/A 0

The commodity rate for all meter sizes is $0.93 per 1,000 gallons, up to

8,000 gallons. The second tier rate (starting at 8,001 gallons) is $1.12 per 1,000

gallons. Constnlction water is $0.60 per 1,000 gallons. Effluent sales per acre-foot

are $150.00. Central Arizona Water (Untreated) is $0.50 per 1,000 gallons.

Finally, the General Fire Sprinkler rates are: 4 Inch $30.00

6 Inch $45.00

8 Inch $60.00

10 Inch $120.00.

Q- WHAT ARE THE PROPOSED RATES FOR THE SUN CITY WEST

WATER DISTRICT?

1

2

3

4

5

6

7

8

9

10

11

12

13

14 A.

15

16

17

18

19

20

21

22

23

24

25

26

The proposed rates are listed below:

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
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The proposed commodity rate for all meter sizes is $1 .34 per 1,000 gallons,

up to 8,000 gallons. The proposed second tier rate (starting at 8,001 gallons) is

$1 .62 per 1,000 gallons. The tariff for Construction water is to be cancelled as it is

no longer used and the proposed Eff luent rate is $216.90 per acre-foot. The

proposed rate for Central Arizona Water (Untreated) is $0.72 per 1,000 gallons.

Finally, the General Fire Sprinkler rates are: 4 Inch $43.38

6 Inch $65.07

8 Inch $86.76

10 Inch $173.52

The above rates have been rounded to the nearest whole cent, which, in some case

will have a slight impact on the actual percentage increase..

Q. WHAT Is THE IMPACT ON A RESIDENTIAL CUSTOMER WHO USES

7,171 GALLONS PER MONTH, WHICH Is THE AVERAGE USAGE FOR

A RESIDENTIAL 5/8 INCH METER CUSTOMER IN THE SUN CITY

WEST WATER DISTRICT?

The present bill is $11.67 per month. The proposed bill would be $16.84 per

month, an increase of $5.17, or 44.31%.

Q. WILL THE RATE INCREASE FOR THE SUN CITY WEST WATER

DISTRICT BE PHASED IN?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16 A .

17

18

19

20 A .

21

22

23

24

25

26

Yes. In the first year, rates will increase by 40%. Thus, an average residential

customer on a 5/8-inch meter would experience an increase of  $4.65, or

approximately 40%. The average bill will increase from $11.67 to $16.32. The

remainder of the rate increase will be phased in 12 months after the effective date

of the Order approving the rate increase.

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
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Q.

B. Sun Citv West Wastewater Distrct

WHAT Is REVENUE INCREASE PROPOSED FOR THE SUN CITY

WEST WASTEWATER DISTRICT?

The Company proposes a 55.59% increase in revenues over the adjusted test year

revenues at existing rates for its Sun City West wastewater distn'ct.

Q- WHAT ARE THE PRESENT RATES FOR SUN CITY WEST

WASTEWATER DISTRICT?

The present monthly charges are listed below.

Residential S 16.24

Commercial S 23.09

Large Commercial S 45.42 (consumption over 20,000 gallons)

S 5.30

Commercial, restaurant, per dishwasher or garbage grinder

S 42.58

Commercial, Laundromat, per washing machine

S 9.93

Commercial, per wash rack S 20.8 l

The charge for 1,000 gallons of wastewater (above the 20,000 included in the

monthly minimum) is S0.98 .

Commercial, Additional Toilets

I
I
I
I
I

I
I
I
I
I
I
I
I
I
I
I

Q- WHAT ARE THE PROPOSED RATES FOR THE SUN CITY WEST

WASTEWATER DISTRICT?

1

2

3
4 A.

5

6

7
8 A.

9

10

11

12

13

14

15

16

17

18

19

20

21

22 A.

23

24

25

26

The Company's proposed monthly charges are listed below.

Residential S 25.27

Commercial S 35.93

Large Commercial $ 70.67 (consumption over 20,000 gallons)

s 8.25Commercial, Additional Toilets

FENNEMORE CRAIG
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Commercial, restaurant, per dishwasher or garbage grinder

s 66.25

Commercial, Laundromat, per washing machine

$ 15.45

Commercial, per wash rack $ 32.38.

The proposed charge for 1,000 gallons of wastewater (above the 20,000

included in the monthly minimum) is $1.52.

Q. WHAT IMPACT WILL THE PROPOSED RATES HAVE on A TYPICAL

RESIDENTIAL CUSTOMER?

The typical residential customer in the Sun City West wastewater district will

experience a rate increase of $9.03 per month, or 55.60%.

WILL THE RATE INCREASE FOR THE SUN CITY WEST

WASTEWATER DISTRICT BE PHASED IN?

Yes. The first year the rates will increase 40%. Thus, an average residential

customer would experience an increase of $6.50, or approximately 40%. The bill

will increase from $16.24, to $22.74. The remainder of the rate increase will be

phased in 12 months after the effective date of the order approving the rate

increase.

REVENUE ANNUALIZATION AND THE "Has SCHEDULES

DID YOU PREPARE THE REVENUE ANNUALIZATIONS THAT ARE

USED IN MR. BOURASSA'S SCHEDULES?

Yes, I did.

1

2

3

4

5

6

7

8

9

10 A .

11

12 Q.

13

14 A.

15

16

17

18

19 Iv.

20 Q.

21

22 A.

23

24

25 A.

26

Q. WOULD YOU EXPLAIN HOW THE REVENUE ANNUALIZATIONS

WERE PREPARED?

The revenue annualizations were prepared based on the total customer count as of

December of the test year. Annualizations for any increase in the number of

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
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I
I
I
l
I

customers in each customer class as of December of the test year were made to

project revenues and consumption for those annualizations as if those customers

had been on the system for the full year. Annualizations for any decrease in the

number of customers in a customer class as of December of the test period were

made to remove the revenue and consumption for those lost customers as if those

customers had not existed on the system for the full year. Thus, the customer

count at December was the controlling influence as to whether revenue and

consumption was either annualized or removed.

PLEASE EXPLAIN WHAT is SHOWN ON SCHEDULE H-1?

I
The H-1 Schedule shows the revenues at present and proposed rates from each

class of customer, and the annualization of revenues for any change in the number

of customers during the year.

PLEASE EXPLAIN WHAT Is SHOWN ON SCHEDULE H-2?

The H-2 Schedule shows the rate increase based on the average annualusage for

each customer class. The billing to eachaverageuser is at present and proposed

rates.

I
I
I

WHAT is CONTAINED ON THE H-3 SCHEDULES?

Schedule H-3 contains both the present and proposed rates. The Schedule also

shows the dollar increase, and percentage increase.

WHAT IS CONTAINED ON THE H-4 SCHEDULES?

Schedule H-4 shows the billing at both present and proposed rates based on

various usage levels. The schedule also shows the dollar increase, and percentage

increase at various usage levels.

WHAT Is SHOWN ON THE H-5 SCHEDULES?

I

1

2

3

4

5

6

7

8

9 Q.

10 A .

11

12

13 Q.

14 A.

15

16

17 Q.

18 A.

19

20 Q-

21 A.

22

23

24 Q.

25

26
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I

l The H-5 Schedules contain the usage for each class of customer during the test

year. These schedules are commonly referred to as the bill count schedules, as the

schedules show usage by various classes of customers during the test year.

Q- WHY Is THERE MORE THAN ONE SET OF H-1, H-2, AND H-3

SCHEDULES FOR THE SUN CITY WEST WATER AND WASTEWATER

DISTRICTS?

I
There is a "phase in" set of H-1, H-2, H-3, and H-4 schedules to coincide with

Arizona-American's proposal to phase in the rate increases for the Sun City West

water and wastewater districts .

is THE COMPANY PROPOSING ANY CHANGE IN ITS OTHER TARIFF

I
I
I
I
I

CHARGES?

Yes. The Company is proposing to increase the meter/service line charge to match

the recommended charges set forth in the memorandum of the Utilities Division,

Engineering Section, dated April 23, 2002. A copy is attached hereto as Kozo ran

Dir. Exh. 1. The Company is not proposing any other changes in its tariffs.

Additionally, the Company proposes to collect the income tax on the meter/service

line charge, as these charges are now taxable income. RefUnds of the

meter/service line charge will include a refund of the original income tax collected

spread over the refund period.

Q- DOES THIS PROPOSED CHANGE IN METER FEES IMPACT

REVENUE?

I

1 A .

2

3

4

5

6

7 A.

8

9

10 Q.

11

12 A .

13

14

15

16

17

18

19

20

21

22 A.

23

24

25

26

No. Meter/Service Line Installation Fees are not revenues. These fees are either

considered refundable deposits or advances, and not revenues. As with any

advance or deposit, they are also considered a deduction from rate base in the

development of a revenue requirement. Thus, any increase in these fees is revenue

neutral.
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I

Q- DOES THAT CONCLUDE YOUR DIRECT TESTIMONY?

I

I
I

I

1

2 A . Yes, it does.
13580252/73244.034

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26
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I
I

Q-

INTRCDUCTION AND QUALIFICATIONS

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS?

I Ronald L. Kozo ran, 1605 W. Mulben'y Drive, Phoenix, Arizona 85015.

I
Q, BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

I
I am self-employed and provide consulting services to utility companies and other

businesses with utility related interests.

Q- COULD YOU BRIEFLY SUMMARIZE YOUR PRIOR REGULATORY

EXPERIENCE?I
I
I
I
I

I

I

1 1.

2

3 A .

4

5 A .

6

7

8

9 A.

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Yes. I was employed by the Illinois Commerce Commission ("ICC") from 1977 to

1981 in various accounting and management positions. W hile with the ICC, I

testified as the ICC Staffs expert witness on cost of capital, rate base and

operating income in rate cases involving Commonwealth Edison Company, Illinois

Bell Telephone, and other Maj or Illinois utility companies.

I was first retained by the Arizona Corporation Commission ("Commission"

or "ACC") in 1981 as a consultant to prepare Commission Staffs cost of capital

testimony for the Southwest Gas Corporation and Souther Union Gas Company

rate cases. I later became Chief Rate Analyst for the Commission. As Chief Rate

Analyst, I was responsible for supervising all of the Commission's rate analysts

and utility auditors. While with the Commission, I testified on cost of capital

concerning Tubae Valley Utilities, Continental Telephone Company of California,

and Mountain Bell Telephone (now Qwest), among others.

I have also testified as an independent consultant on behalf of utility

companies, utility consumers, and regulatory agencies. I am also an instructor in

the areas of public utility accounting and general regulatory practices for the

National Association of Regulatory Util i ty Commissioners in its Annual

Regulatory Studies Program held at Michigan State University in East Lansing,
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Michigan. In 2001, I taught Revenue Requirements Accounting, and Regulatory

Accounting Methods and Applications under changing Regulatory and Market

Conditions.

Q, ON WHOSE BEHALF ARE YOU TESTIFYING?

I am testifying on behalf of Arizona-American Water Company ("Arizona-

American" or "the Company"). As explained in the Direct Testimony of David P.

Stephenson, the Company is filing five applications for rate increases for several

different systems Arizona-American recently acquired from Citizens

Communications Company ("Citizens"). Specifically, the systems covered by

these five applications include the Sun City water and wastewater districts

(Application No. 1), Sun City West water and wastewater districts (Application

No. 2), the Mohave water and Havasu water districts (Application No. 3), Agua

Fria water district, Anthem water district and the Anthem/Agua Fria wastewater

district (Application No. 4), and the Tubac water district (Application No. 5), For

convenience, will sometimes refer to the five applications collectively as the

Company's rate filing.

I

II.

Q~

PURPOSE OF TESTIMONY. SUMMARY AND CONCLUSIONS

WHAT Is THE PURPOSE OF YOUR TESTIMONY?

To set forth the proposed new rates for all of the systems included in the

Company's rate filing and to explain the schedules concerning those proposed new

rates. In this specific testimony, I will address the requested rate increases for the

Mohave water and Havasu water districts.

1

2

3

4

5 A .

6

7

8

9

10

11

12

13

14

15

16

17

18

19 A .

20

21

22

23

24

25 A.

26

Q- W OULD YOU PLEASE IDENTIFY THE SCHEDULES YOU ARE

SUPPORTING IN YOUR TESTIMONY?

My testimony supports the "H" Schedules included in each of the Eve applications

in the Company's rate tiling. I prepared all of these schedules.

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
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I
I
I Q, HAS ARIZONA-AMERICAN PREPARED A COST OF SERVICE STUDY

IN SUPPORT OF THE PROPOSED RATES FOR ANY OF THESE

I
I

SYSTEMS?

No. Consequently, the Company has not included "G" Schedules in any of the five

applications at this time.

I Q- WHY HASN'T THE COMPANY INCLUDED THE SCHEDULES IN

ITS RATE FILING?

"Gas

I
I

Under R14-2-103.B, cost of service information must be filed if both of the

following conditions are present:

1) The utility is in a segment of the utility industry that
recognizes cost of service studies as important tools for rate
design, andI
2) Costs incurred by the utility are likely to vary significantly
from one defined segment of customers to another.

I
I
I
I
I

Arizona-American is not proposing different increases for different

customerclasses orgroups. Instead, in order to reduce the number of issues and to

simplify the Company's rate filing, Arizona-American proposes that necessary rate

increases be allocated to all customers equally. In other words, Arizona-American

does not propose to change the existing rate design, including the allocation of the

revenue requirement between customer types, f rom that approved by the

Commission when it set the present rates for each of the water or wastewater

systems covered by the Company's rate filing.

I Q- WHAT DO YOU MEAN THE COMPANY WILL ALLOCATE RATE

INCREASES TO ALL CUSTOMERS EQUALLY?

I

1

2

3

4 A.

5

6

7

8 A .

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24 A.

25

26

After developing a new revenue requirement for each district included in the

Company's rate filing, Arizona-American determined the percent increases

necessary to meet the new requirement. That percentage increase was then applied
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Meter
Size

Monthly Minimum inGallons Included
Monthly Minimum

5/8 X 3/4" $8.65 1,000

3/4" N/A N/A

$15.00 1,000

l 1/2" $25.00 1,000
2 " $30.00 1,000

$60.00 1,000

$90.00 1,000

$200.00 1,000

$400.00 1,000

to the monthly minimums and commodity rates for all customers in that water and

wastewater district unifomily, so that each customer will experience the

approximately the same percentage increase. I say approximately because, as a

result of the Company rounding the proposed rates up or down to the nearest

whole cent, the percentage increases will not be exact in every instance.

III. PROPOSED RATE INCREASES FOR THE COMPANY'S
WATER DISTRICT AND HAVASU WATER DISTRICT

MOI-IAVE

Q-

A. Mohave Water District

HOW MUCH OF AN INCREASE Is ARIZONA-AMERICAN SEEKING

FOR THE MOHAVE WATER DISTRICT COMPARED TO ADJUSTED

REVENUES AT PRESENT RATES?

Arizona-American seeks a 14.14% increase over the adjusted test year revenues at

the existing rates for its Mohave water district.

Q, WHAT ARE THE PRESENT RATES FOR MOHAVE WATER DISTRICT?

1

2

3

4

5

6

7

8

9

10

11

12 A .

13

14

15 A .

16

17

18

19

20

21

22

23

24

25

26

The present rates are listed below:

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
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Meter
Size

Monthly Minimum inGallons Included
Monthly Minimum

5/8 X 3/4" $9.84 1,000

3/4" N/A N/A

$17.07 1,000

1 1/2" $28.45 1,000

$34.14 1,000
3 " $68.28 1,000

$102.42 1,000

$227.60 1,000

$455.20 1,000

$787.20 1,000

The commodity rate for all meter sizes is $1.48 per 1,000 gallons. Multi-

unit rates are based on a multiple of the 5/8 x % inch meter. These customers

received 1,000 gallons of water times the number of units in their monthly

minimum.

Q. ARE THERE ANY OTHER PRESENT RATES?

Yes, in the area known as Rio Verde, the Company also has a separate rate. Those

customers pay a monthly minimum of $7.75 (all meter sizes) and have 2,000

gallons included in the monthly minimum. The commodity rate for customers in

Rio Verde is $1 .75 per 1000 gallons.

Q- WHAT ARE THE PROPOSED RATES FOR THE MOHAVE WATER

DISTRICT?

The proposed rates are listed below:

1

2

3

4

5
6 A.

7

8

9

10

11

12 A.

13

14

15

16

17

18

19

20

21

22

23

24

25

26
The proposed commodity rate for all meter sizes is 381 .68.

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
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Q- DOES ARIOZNA-AMERICAN ALSO PROPOSE TO INCREASE THE RIO

VERDE RATES?

Yes. The proposed a monthly minimum is $8.82 (all meter sizes) and the proposed

commodity rate for customers in Rio Verde is $1.99 per 1000 gallons.

Q. WHAT Is THE IMPACT ON A RESIDENTIAL CUSTOMER WHO USES

8,000 GALLONS PER MONTH, WHICH Is THE AVERAGE USAGE FOR

A RESIDENTIAL 5/8 INCH METER CUSTOMER RECEIVING WATER

UTILITY SERVICE FROM MOHAVE?

I
I
I
I
I
I
I
I
I
I
I
I

Residential customers in the Mohave water district who use the average of 8,000

gallons per month will experience a rate increase of $2.59 per month, except those

in Rio Verde. Residential customers in Rio Verde, where the average monthly use

is 11,942 gallons per month will experience a rate increase of $3.46. I should also

note that all of the proposed rates for the Mohave water district have been rounded

to the nearest whole cent, which, in some case will have a slight impact on the

actual percentage increase.

Q-

B. Havasu Water District

HOW MUCH OF AN INCREASE IS ARIZONA-AMERICAN SEEKING

FOR THE HAVASU WATER DISTRICT COMPARED TO ADJUSTED

REVENUES AT PRESENT RATES?

Arizona-American seeks a 44.86% increase in revenues over the adjusted test year

revenues at existing rates for its Havasu water district.

1

2

3 A .

4

5

6

7

8

9 A.

10

11

12

13

14

15

16

17

18

19

20 A .

21

22

23

24

25

26

Q~ WHAT ARE THE PRESENT RATES FOR THE HAVASU WATER

DISTRICT?

I
I
I
I
I
I
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Meter
Size

Monthly Minimum inGallons Included
Monthly Minimum

5/8 x3/4" $10.00 1,000

3/4" N/A N/A
1 " $17.10 1,000

1 1/2" $24.00 1,000

$33.60 1,000

$45.60 1,000
4 " $57.60 1,000

$200.00 1,000

$400.00 1,000

Meter
Size

Monthly Minimum inGallons Included
Monthly Minimum

5/8 X 3/4" $14.61 1,000

3/4" N/A N/A
1 " $24.98 1,000

1 1/2" $35.06 1,000

$49.09 1,000

$66.62 1,000

The present rates are listed below:

The present commodity charge per 1,000 gallons is $1.42 per 1,000 gallons

for usage during the summer months (months of May through October), while the

winter rate is $1.31 per 1,000 gallons.

Q- WHAT ARE THE PROPOSED RATES FOR THE HAVASU WATER

DISTRICT?

1 A .

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18 A .

19

20

21

22

23

24

25

26

The proposed rates are listed below:

|
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
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$84.15 1,000

$292.20 1,000

$584.40 1,000

The proposed commodity rate for the summer months (May thorough

October) is $2.07 per 1,000 gallons and the proposed commodity charge per 1,000

gallons is $1 .91 for the winter months.

I
I
I
I
I
I
| Q- WHAT Is THE IMPACT ON A RESIDENTIAL CUSTOMER WHO USES

7,659GALLONS PER MONTH, WHICH Is THE AVERAGE USAGE FOR

A RESIDENTIAL 5/8 INCH METER CUSTOMER RECEIVING WATER

UTILITY SERVICE FROM HAVASU WATER DISTRICT?

Residential customers in the Havasu water district who use the average of 7,659

gallons per month will experience a rate increase of $8.93 per month in the

summer months and an increase of $8.61 during the winter months. I should also

note that all of the proposed rates for the Havasu water district have been rounded

to the nearest whole cent, which, in some case will have a slight impact on the

actual percentage increase.

WILL THE RATE INCREASE FOR HAVASU WATER BE PHASED IN?

Yes. In the first year, rates will increase by 40%. Thus, an average residential

customer on a 5/8-inch meter would experience an increase of $7.86 in the summer

months and $7.46 in the winter months during the first year following Commission

approval. The remainder of the rate increase will be phased in 12 months after the

effective date of the Order approving the rate increase.

1

2

3

4

5

6

7

8

9

10

11

12 A.

13

14

15

16

17

18 Q-

19 A .

20

21

22

23

24 Iv.

25 Q.

26

REVENUE ANNUALIZATION AND THE "Has SCHEDULES

DID YOU PREPARE THE REVENUE ANNUALIZATIONS THAT ARE

USED IN MR. BOURASSA'S SCHEDULES?

I
I
I
I
I
I
I
I
I
I
I
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I
I
I Yes, I did.

I
WOULD YOU EXPLAIN HOW THE REVENUE ANNUALIZATIONS

WERE PREPARED?

I
I
I
I
I

The revenue annualizations were prepared based on the total customer count as of

December of the test year. Annualizations for any increase in the number of

customers in each customer class as of December of the test year were made to

project revenues and consumption for those annualizations as if those customers

had been on the system for the full year. Annualizations for any decrease in the

number of customers in a customer class as of December of the test period were

made to remove the revenue and consumption for those lost customers as if those

customers had not existed on the system for the full year. Thus, the customer

count at December was the controlling inf luence as to whether revenue and

consumption was either annualized or removed.I
PLEASE EXPLAIN WHAT Is SHOWN ON SCHEDULE I-I-1?

I
I

The H-1 Schedule shows the revenues at present and proposed rates from each

class of customer, and the annualization of revenues for any change in the number

of customers during the year.

I
Q- PLEASE EXPLAIN WHAT Is SHOWN ON SCHEDULE H-2?

I
The H-2 Schedule shows the rate increase based on the average annual usage for

each customer class. The billing to each average user is at present and proposed

rates.

I Q- WHAT is CONTAINED ON THE H-3 SCHEDULES?

I
Schedule H-3 contains both the present and proposed rates. The Schedule also

shows the dollar increase, and percentage increase.

I

1 A .

2 Q.

3

4 A.

5

6

7

8

9

10

11

12

13

14 Q.

15 A.

16

17

18

19 A .

20

21

22

23 A.

24

25 Q.

26

WHAT Is CONTAINED ON THE H-4 SCHEDULES?

I FENNEMORE CRAIG
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I
I
I
I

Schedule H-4 shows the billing at both present and proposed rates based on

various usage levels. The schedule also shows the dollar increase, and percentage

increase at various usage levels.

I
Q- WHAT Is SHOWN ON THE H-5 SCHEDULES?

I
The H-5 Schedules contain the usage for each class of customer during the test

year. These schedules are commonly referred to as the bill count schedules, as the

schedules show usage by various classes of customers during the test year.

I Q- W HY Is THERE MORE THAN ONE SET OF H-1, H-2, AND H-3

SCHEDULES FOR HAVASU WATER?

I
I

There is a "phase in" set of H-1, H-2, H-3, and H-4 schedules to coincide with

Arizona-American's proposal to phase in the rate increases for the Havasu water

district.

I Q- Is THE CUMPANY PROPOSING ANY CHANGE IN ITS OTHER TARIFF

I
I
I
I

CHARGES?

Yes. The Company is proposing to increase the meter/sewice line charge to match

the recommended charges set forth in the memorandum of the Utilities Division,

Engineering Section, dated April 23, 2002. A copy is attached hereto as Kozo ran

Dir. Exh. 1. The Company is not proposing any other changes in its tariffs.

Additionally, the Company proposes to collect the income tax on the meter/service

l ine charge, as these charges are now taxable income. Refunds of  the

meter/service line charge will include a refund of the original income tax collected

spread over the refund period.I
I

Q- DOES THIS PROPOSED CHANGE IN METER FEES IMPACT

I

1 A .

2

3

4

5 A .

6

7

8

9

10 A .

11

12

13

14

15 A .

16

17

18

19

20

21

22

23

24

25 A.

26

REVENUE?

No. Meter/Service Line Installation Fees are not revenues. These fees are effacer

considered refundable deposits or advances, and not revenues. As with any

I FENNEMORE CRAIG
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I

advance or deposit, they are also considered a deduction from rate base in the

development of a revenue requirement. Thus, any increase in these fees is revenue

neutral.

Q- DOES THAT CONCLUDE YOUR DIRECT TESTIMONY?

Yes, it does.

I
I
I
I
I
I
I
I
I
l
I

1358207.2/73244.034

I

I

1

2

3

4

5 A .

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26
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Meter Size Service line Charge Meter Charge Tote! Charge

5/8" x 3/4" 840 to 370 80 to 130sI
| 420 to 500

3/4" 340 * to 370 155 to 205 495 575tto
1 " 390 ito 420 |.190 to 240 580 to 660

I

I
I
r

1-1/2" 420 to 450l 400 I|to 450  l 820 to II 900
5502" -Turbine I

i to 580I
I 895 to 945 1,445 I to 1 ,525

2"-Compound ,  550 10 580 1 ,590 to 1,640 2.140 to 2,220
I 7153" -Turt§ir\e to 745 1 ,370 IO 1,420 to 2,165I

l2,085
7 3 5  I t o8" - Compound 765 2,145 to 2,195 2,880 toI 2,960

4" -Turbine I1_oao to 1,090 2,170I
A
I 2,170 2,270 3,200 to iI 3,360

4" - Compound 1 ,060 to 1,120 a,o45 to 8,145
i

4,105 I to 4,265
6" -Turbine 1 ,550 (O t,610 4,325 to 4,425 5,875 to 6.085

?5éo r 7,750I6" - Compound t ,sao to 1,630 6.020I
I to 6.120

64?

MEMQBANQLIM
I
I
I To: Dorothy Hairs

John Chclus
Lyndon Harnmon

Del Smith
Gordon Fox. .
Claudio Fernandez

John Thornton

From: Marlin Scott. Ir. M
Utilities Engineer
Utilities Division

Doe: April 23, 2002

RE: UPDATE OF STAFFS TYPICAL SERVICE LINE AND METER
INSTALLATION CHARGES

The following is an updated list of Staffs typical service line and meter installation
charges for 2002. Lfa companydesires to charge an amount greater than these amounts, it should
be required to Submit appropriate cost justification to do so.

*Noter Meter charge includes meter box or vault.

:msg

I Mydocs/slmcharg
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I
I
I
I
I|

|
I
I
I
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1.

Q~

INTRODUCTION AND QUALIFICATIONS

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS?

Ronald L. Kozo ran, 1605 W. Mulberry Drive, Phoenix, Arizona 85015.

Q. BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

I am self-employed and provide consulting services to utility companies and other

businesses with utility related interests.

Q. COULD YOU BRIEFLY SUMMARIZE YOUR PRIOR REGULATORY

EXPERIENCE?I
I
I
I
|
I

1
2
3 A.

4
5 A.

6
7
8
9 A.

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26

Yes. I was employed by the Illinois Commerce Commission ("ICC") from1977 to

1981 in various accounting and management positions. While with the ICC, I

testif ied as the ICC Staffs expert witness on cost of capital, rate base and

operating income in rate cases involving Commonwealth Edison Company, Illinois

Bell Telephone, and other major Illinois utility companies.

I was first retained by the Arizona Corporation Commission ("Commission"

or "ACC") in 1981 as a consultant to prepare Commission Staffs cost of capital

testimony for the Southwest Gas Corporation and Southern Union Gas Company

rate cases. I later became Chief Rate Analyst for the Commission. As Chief Rate

Analyst, I was responsible for supervising all of the Commission's rate analysts

and utility auditors. While with the Commission, I testified on cost of capital

concerning Sun City W est Util it ies, Continental Telephone Company of

California, and Mountain Bell Telephone (now Qwest), among others .

I have also testif ied as an independent consultant on behalf of utility

companies, utility consumers, and regulatory agencies. I am also an instructor in

the areas of public utility accounting and general regulatory practices for the

National Associat ion of  Regulatory Uti l i ty Commissioners in its Annual

Regulatory Studies Program held at Michigan State University in East Lansing,

I
I
I
I FENNEMORE CRAIG

A PKOFESSIONAL CORPORATION
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I
I
I
I

Michigan. In 2001, I taught Revenue Requirements Accounting, and Regulatory

Accounting Methods and Applications under changing Regulatory and Market

Conditions.

I Q- ON WHOSE BEHALF ARE Y()U TESTIFYING?

I
I
I
I
I
I

I am testifying on behalf of Arizona-American Water Company ("Arizona-

American" or "the Company"). As explained in the Direct Testimony of David P.

Stephenson, the Company is filing five applications for rate increases for several

different systems Arizona-American recently acquired from Citizens

Communications Company ("Citizens"). Specifically, the systems covered by

these five applications include the Sun City water and wastewater districts

(Application No. 1), Sun City West water and wastewater districts (Application

No. 2), the Mohave water and Havasu water districts (Application No. 3), the

Agua Fria water district, Anthem water district and the Anthem/Agua Fria

wastewater district (Application No. 4), and the Tubac water district (Application

No.  5). For convenience, I will sometimes refer to the f ive applications

collectively as the Company's rate filing.

I 11.

Q .

PURPOSE OF TESTIMONY., SUMMARY AND CONCLUSIONS

WHAT Is THE PURPOSE OF YOUR TESTIMONY?

I
I
I

1

2

3

4

5 A .

6

7

8

9

10

11

12

13

14

15

16

17

18

19 A .

20

21

22

23

24

25

26

To set forth the proposed new rates for all of the systems included in the

Company's rate filing and to explain the schedules concerning those proposed new

rates. In this specific testimony, I address the proposed rates for the Agua Fria

water district, the Anthem water district and the Anthem/Agua Fria wastewater

district.

I should note that, under Citizens' prior ownership, there were actually two

separate water and two separate wastewater entities serving Anthem, Citizens

Water Resources Company of Arizona and Citizens Water Services Company of

I FENNEMORE CRAIG
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I
I
I
I

Arizona (sometimes referred to as "TreatCo" and "DistCo," respectively).

Generally, Citizens Water Resources (TreatCo) owned and operated the

"backbone" utility plant and provided wholesale services to Citizens Water

Services (DistCo). Citizens Water Services owned and operated distribution and

collection mains, and was responsible for the provision of retail water and

wastewater services to Anthem customers. However, in January 2002, Arizona-

American acquired all of the assets of both Citizens' entities, rendering obsolete

the functional separation that had originally been employed by Citizens.l

WOULD YOU PLEASE IDENTIFY THE SCHEDULES YOU ARE

SUPPORTING IN YOUR TESTIMONY?

My testimony supports the "H" Schedules included in each of the five applications

in the Company's rate filing. I prepared all of these schedules.

HAS ARIZONA-AMERICAN PREPARED A COST OF SERVICE STUDY

IN SUPPORT OF THE PROPOSED RATES FOR ANY OF THESE

DISTRICTS?

No. Consequently, the Company has not included "G" Schedules in any of the five

applications at this time.

I
I
I
I
I
I
I
I
I

Q. WHY HASN'T THE COMPANY INCLUDED THE SCHEDULES IN

ITS RATE FILING?

Under R14-2-l03.B, cost of service information must be filed if both of the

following conditions are present:

.P

1

2

3

4

5

6

7

8

9 Q.

10

11 A.

12

13 Q.

14

15

16 A.

17

18

19

20 A.

21

22

23

24

25

26

1) The utility is in a segment of the utility industry that
recognizes cost of sewlce studies as important tools for rate
design, and

I
l

1 Additional background on these three systems, including a discussion of the structure utilized
prior to Arizona-A1nerican's acquisition of these systems is contained in the Direct Testimony of
Robert J. Kuta.
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2) Costs incurred by the utility are likely to vary significantly
from one defined segment of customers to another.

Arizona-American is not proposing different increases for different

customer classes or groups. Instead, in order to reduce the number of issues and to

simplify the Company's rate filing, Arizona-American proposes that necessary rate

increases be allocated to all customers equally. In other words, Arizona-American

does not propose to change the existing rate design, including the allocation of the

revenue requirement between customer types, from that approved by the

Commission when it set the present rates for each of the water or wastewater

districts covered by the Company's rate filing.

WHAT DO YOU MEAN THE COMPANY WILL ALLOCATE RATE

INCREASES T() ALL CUSTOMERS EQUALLY?

After developing a new revenue requirement for each district included in the

Company's rate filing, Arizona-American determined the percent increases

necessary to meet the new requirement. That percentage increase was then applied

to the monthly minimums and commodity rates for all customers in that water and

wastewater district uniformly so that each customer will experience the

approximately the same percentage increase. I say approximately because, as a

result of the Company rounding the proposed rates up or down to the nearest

whole cent, the percentage increases will not be exact in every instance.

111. PROPO.SED RATE INCREASES FOR AGUA FRIA WATER DISTRICT,
ANTHEM WATER DISTRICT AND ANTHEM/AGUA FRIA
WASTEWATER DISTRICT

1

2

3

4

5

6

7

8

9

10

11 Q.

12

13 A

14

15

16

17

18

19

20

21

22

23

24 Q.

25

26

Aqua Fria Water District

HOW MUCH OF AN INCREASE Is ARIZONA-AMERICAN SEEKING

FOR THE AGUA FRIA WATER DISTRICT COMPARED TO ADJUSTED

REVENUES AT PRESENT RATES?

A.

FENNEMORE CRAIG
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Meter
Size

Monthly Minimum inGallons Included
Monthly Minimum

5/8 x 3/4" $10.00 0

3/4" $15.00 0

1 " $25.00 0

1 1/2" $53.00 0

$80.00 0

$155.00 0

$200.00 0

$400.00 0

8 " $800.00 0

Prison 4" $200.00 0

Private
Fire 4"

$30.00 0

Private
Fire 6"

$45.00 0

Private
Fire 8"

$60.00 0

Private
Fire 10"

$120.00 0

Private
Fire 12"

$180.00 0

I
I
I Arizona-American seeks a 6.76% increase in revenues over the adjusted test year

revenues at existing rates for its Agua Fria water district.

I Q- WHAT ARE THE PRESENT RATES FOR THIS DISTRICT?

I The monthly charges at present rates are listed below.

I
I
I
I
|
I
I
I

I
I
I

1 A.

2
3
4 A.

5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26

The commodity charge per 1,000 gallons for the Agua Fria water district is $1.78

per 1,000 gallons for usage up to 8,000 gallons, and $2.24 per 1,000 gallons for

I FENNEMOR18 CRAIG
A PROFESSIONAL CORPORATION
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Meter
Size

Monthly Minimum inGallons Included
Monthly Minimum

5/8 x 3/4" $10.76 0

3/4" $16.14 0

1 " $26.90 0

1 1/2" $57.02 0

$86.07 0

3 " $166.76 0

$215.17 0

$430.34 0

$860.67 0

I
I
I
I

usage over 8,001 gallons for all customers, except the prison, which has a separate

commodity rate, and construction and public interruptible customers, which are

subject to separate contract rates .

I Q- WHAT ARE THE PRESENT COMMODITY RATES FOR THE PRISON,

AND CONSTRUCTION AND PUBLIC INTERRUPTIBLE CUSTOMERS?

I The present commodity rate for the prison is $2.02 per 1,000 gallons. The present

commodity charge for construction water is $1.00 per 1,000 gallons and for public

interruptible service it is $1.00 per 1,000 gallons.

I
Q. ISN'T THERE A TARIFFED CHARGE FOR RAW CAP WATER?

I
I Q- PLEASE IDENTIFY ARIZONA-AMERICAN'S PROPOSED RATES FOR

THE AGUA FRIA WATER DISTRICT?

At present, the commodity charge for raw CAP water is $0.50 per 1,000 gallons.

However, the Company has no customers receiving such service and proposes to

eliminate this charge from its tariff for the Agua Fria water system.

I
I

The proposed monthly minimum charges are:

I
I
I
I

1

2

3

4

5

6 A.

7

8

9

10 A.

11

12

13

14

15 A.

16

17

18

19

20

21

22

23

24

25

26I
I FENNEMORE CRAIG
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Prison 4" $215.17 0

Private
Fire 4"

$32.28 0

Private
Fire 6"

$48.41 0

Private
Fire 8"

$64.55 0

Private
Fire 10"

$129.10 0

Private
Fire 12"

$193.65 0

I
I
I
I

4

The commodity charge per 1,000 gallons is $1.91 per 1,000 gallons for usage from

0 to 8,000 gallons, and $2.41 per 1,000 gallons for usage over 8,001 gallons. The

commodity charge for gallons was rounded to the nearest whole cent. The

commodity rates for the prison and public interruptible are contract rates, and thus

are unchanged.

Q- OTHER THAN THE SLIGHT ADJUSTMENT DUE TO ROUNDING, ALL

CUSTOMER CLASSES ARE RECEIVING THE SAME PERCENTAGE

RATE INCREASE, CORRECT?

Yes, except those subj act to contract rates.

Q- WHAT IS THE IMPACT ON RESIDENTIAL CUSTOMERS USING THE

MONTHLY AVERAGE AMOUNT OF WATER AND ON A 5/8 X 3/4 INCH

METER?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18 A .

19

20

21

22 A.

23

24

25

26

Residential customers, those on a 5/8 x 3/4 inch meter consuming the average

quantity of water (7,002 gallons per month) will experience a rate increase of

$1.67 per month, or an increase of approximately 7.44%. The present bill is

$22.46, while the proposed bill is $24.13 (excluding sales taxes).
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A PROFESSIONAL CoRroRArlon

PHOENIX
7



Meter
Size

Monthly Minimum inGallons Included
Monthly Minimum

5/8 x 3/4" $16.00 0

3/4" $16.00 0

1 " $32.00 0

1 1/2" $64.00 0

$80.00 0

$160.00 0

$200.00 0

$250.00 0

Private
Fire 3"

$70.00

Private
Flre 4"

$90.00

Private
Flee 6"

$135.00

Private
Flre 8"

$180.00

Private
Fire 10"

$360.00

B. Anthem Water District

HOW MUCH Is THE PROPOSED REVENUE INCREASE BEING

SOUGHT FOR THE ANTHEM WATER DISTRICT?

The requested increase in revenues for the Anthem water district is 7.47% over

adjusted test year revenues at existing rates for that district.

Q- W H A T  A R E  T H E  P R E S E N T  R A T E S  F O R  R A T E P A Y E R S  I N  T H E

ANTHEM WATER DISTRICT?

The monthly charges at present rates are listed below.

1

2 Q.

3
4 A.

5

6

7
8 A.

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26
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Meter
Size

Monthly Minimum inGallons Included
Monthly Minimum

5/8 x 3/4" $18.70 0

3/4" $18.70 0

1 " $37.41 0

1 l $74.82 0

$93.52 0

$187.04 0

$223.80 0

$292.25 0

$1,496.00 0

Private
Flee 3"

$81.83

Private
Fire 4"

$105.21

Private
Fire 6"

$157.21

Private
Flee 8"

$210.42

Private
Fire 10"

$420.84

The commodity charge per 1,000 gallons is $2.00 per 1,000 gallons for all usage,

except for wholesale water, which is $2.16 per 1,000 gallons, and is a contract rate.

Q- PLEASE IDENTIFY THE RATES PROPOSED BY ARIZONA-AMERICAN

FOR THE ANTHEM WATER DISTRICT.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

II

The proposed commodity charge per 1,000 gallons is $2.34 per 1,000 gallons for

all usage, except wholesale, (rounded to nearest whole cent). The wholesale water

is a contract rate, and thus not changed.

I
I
I
|

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
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I
I
I Q- WHAT Is THE IMPACT ON RESIDENTIAL CUSTOMERS USING THE

MONTHLY AVERAGE AMOUNT OF WATER AND ON A 5/8 X 3/4 INCH

OR 3/4 INCH METER?

I
I

Residential customers, those on a 5/8 x 3/4 inch or 3/4 inch meter consuming the

average quantity of water (10,212 gallons per month) will experience a rate

increase of $6.15 per month, or an increase of approximately l6.90%. The present

bill is $36.42, while the proposed bill is $42.58 (excluding sales taxes).

I Q- is THE COMPANY PROPOSING TO KEEP ITS EXISTING CAPACITY

RESERVATION CHARGE, AND CONTINUE TO RECORD IT As

I
I
I
I
I
I
I
I
I

1

2

3

4 A.

5

6

7

8

9

10

11 A .

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

REVENUE?

Yes. This charge, which is treated as revenue, helps reduce the rates customers

pay for utility service. The Company plans to continue collecting this charge as

revenue until the Anthem subdivision build out is complete. At that time, there

should be enough customers to support the system and the capacity reservation

charge should terminate.

However, Arizona-American does not propose an increase in the capacity

reservation charge. As explained in the Direct Testimony of Thomas J. Bourassa,

the Company has made a pro forma adjustment to include payments that will be

received from Del Webb under an agreement between Citizens Communications

and Del Webb. Del Webb's payments, which are treated as Other Revenue for

ratemaking purposes, would be decreased in direct relation to the amount of any

increase in the capacity reservation charge. In other words, an increase in the

capacity reservation charge will not increase revenues, and therefore will not

change the overall revenue requirement. For this reason the Company does not

propose any increases in the capacity reservation charge for the Anthem water

district.I
I FENNEMORE CRA1G

A PROFESSIONAL CORPORATlON
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I
I
I
I

Q-

c. ANTHEM/AGUA FRIA WASTEWATER DISTRICT

WHAT INCREASE IN REVENUES DOES ARIZONA-AMERICAN

PROPOSE FOR THE ANTHEM/AGUA FRIA WASTEWATER DISTRICT?

I
I

The revenue increase proposed for the Anthem/Agua Fria wastewater district is

23.56% over adjusted test year revenues. Because of the large amount of Other

Revenue (payments from Del Webb) and revenues from the capacity reservation

charges, however, the percentage increases for monthly wastewater service utility

service are much greater, as shown in the "H" Schedules. To mitigate the impact of

these increases, the Company is proposing that the rate increases be phased in

using two steps, as discussed below.

I
I
I

Q~ WHAT ARE THE PRESENT RATES FOR THE ANTHEM/AGUA FRIA

WASTEWATER DISTRICT?

I
I
I
I
I

The monthly charges at present rates are listed below.

Residential $16.00

Small Commercial 5/8" $16.00

Small Commercial 3/4" $24.00

Small Commercial 1" $32.00

Large Commercial $64.00

The gallons treated rate is currently $2.00 per 1,000 gallons. The gallons, based on

customer type, and for which the customers will pay a commodity rate, are listed

on Schedule H-3 .

I
I
I

Q. WHAT ARE THE PROPOSED RATES FOR THE ANTHEM/AGUA FRIA

WASTEWATER DISTRICT?

1

2

3
4 A.

5

6

7

8

9

10

11

12
13 A.

14

15

16

17

18

19

20

21

22

23

24 A.

25

26

The monthly charges at proposed rates are listed below.

Residential $24.24

Small Commercial 5/8" $24.24

I FENNEMORE CRAIG
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Small Commercial 3/4" $36.36

Small Commercial 1" $48.48

Large Commercial $96.96

The proposed gallons treated rate is $3.03 per 1,000 gallons.

WHAT IS THE IMPACT ON RESIDENTIAL CUSTOMERS USING THE

ANNUAL AVERAGE FOR WASTEWATER?

Residential customers in the Anthem/Agua Fria district, who produce the system

average of 8,854 gallons of wastewater per month, would experience a monthly

increase of $15.45, or 5l.50%, once the full rate increase becomes effective.

Because of the magnitude of this increase, the Company is proposing to phase in

the increase in two steps. During the first full year, the rate increase would only be

40%. Thus, residential customers of the Anthem/Agua Fria wastewater district,

who produce the average wastewater of 8,854 gallons month, would experience a

total increase of $12.00 per month, or 40% during the first year following the

implementation of new rates. After 12 months, the balance of the rate increase

would become effective.

WHAT ABOUT THE CAPACITY RESERVATION CHARGES?

For the same reasons applicable to the Anthem water district, the Company does

not propose to increase the capacity reservation charge.

REVENUE ANNUALIZATIONAND THE "Has SCHEDULES

DID YOU PREPARE THE REVENUE ANNUALIZATIONS THAT ARE

USED IN MR. B()URASSA'S SCHEDULES?

Yes, I did.

1

2

3

4

5 Q-

6

7 A.

8

9

10

11

12

13

14

15

16

17 Q.

18 A.

19

20 IV.

21 Q.

22

23 A .

24 Q.

25

26

WOULD YOU EXPLAIN HOW THE REVENUE ANNUALIZATIONS

WERE PREPARED?

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
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I
I
I
|
I
I

The revenue annuaiizations were prepared based on the total customer count as of

December of the test year. Annualizations for any increase in the number of

customers in each customer class as of December of the test year were made to

project revenues and consumption for those annualizations as if those customers

had been on the system for the full year. Annualizations for any decrease in the

number of customers in a customer class as of December of the test period were

made to remove the revenue and consumption for those lost customers as if those

customers had not existed on the system for the full year. Thus, the customer

count at December was the controlling influence at to whether revenue and

consumption was either annualized or removed.

I
PLEASE EXPLAIN WHAT Is SHOWN ON SCHEDULE H-1?

I
The H-1 Schedule shows the revenues at present and proposed rates from each

class of customer, and the annualization of revenues for any change in the number

of customers during the year.

PLEASE EXPLAIN WHAT IS SHOWN ON SCHEDULE H-2?I
I

The H-2 Schedule shows the rate increase based on the average annual usage for

each customer class. The billing to each average user is at present and proposed

rates.

I Q. WHAT is CONTAINED ON THE H-3 SCHEDULES?

I Schedule H-3 contains both the present and proposed rates. The Schedule also

shows the dollar increase, and percentage increase.

I WHAT Is CONTAINED ON THE H-4 SCHEDULES?

I

1 A .

2

3

4

5

6

7

8

9

10

11 Q.

12 A.

13

14

15 Q.

16 A.

17

18

19

20 A.

21

22 Q.

23 A.

24

25

26

Schedule H-4 shows the billing at both present and proposed rates based on

various usage levels. The schedule also shows the dollar increase, and percentage

increase at various usage levels.

I
I FENNEMORE CRAIG

A PROFESSIONAL CORPORANON
PHOENIX 13

I



I
I
I WHAT Is SHOWN ON THE H-5 SCHEDULES?

I The H-5 Schedules contain the usage for each class of customer during the test

year. These schedules are commonly referred to as the bill count schedules, as the

schedules show usage by various classes of customers during the test year.I
I

WHY Is  THERE MORE THAN ONE SET OF H-1,  H-2,  AND H-3

SCHEDULES FOR THE ANTHEM/AGUA FRIA WASTEWATER

DISTRICT?

I There is a "phase in" set of H-1, H-2, H-3, and H-4 schedules to coincide with

Arizona-American's proposal to phase in the rate increases for this district.

I Is THE COMPANY PROPOSING ANY CHANGE IN ITS OTHER TARIFF

I
I
I
I

CHARGES?

Yes. The Company is proposing to increase the meter/service line charge to match

the recommended charges set forth in the memorandum of the Utilities Division,

Engineering Section, dated April 23, 2002. A copy is attached hereto as Kozo ran

Dir. Exh. 1. The Company is not proposing any other changes in its tariffs.

Additionally, the Company proposes to collect the income tax on the meter/service

line charge, as these charges are now taxable income. Refunds of the

meter/service line charge will include a reiilnd of the original income tax collected

spread over the refund period.

I DOES THIS PROPOSED CHANGE IN METER FEES IMPACT

I

1 Q.

2 A.

3

4

5 Q.

6

7

8 A.

9

10 Q.

11

12 A.

13

14

15

16

17

18

19

20 Q.

21

22 A.

23

24

25

26

REVENUE?

No. Meter/Sewice Line Installation Fees are not revenues. These fees are either

considered refundable deposits or advances, and not revenues. As with any

advance or deposit, they are also considered a deduction from rate base in the

development of a revenue requirement. Thus, any increase in these fees is revenue

neutral.I
I FENNEMORE CRAIG

A PROFESSIONAL CORPORATION
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Q- DOES THAT CONCLUDE YOUR DIRECT TESTIMONY?

I
I
I
I
I

1349248.4/73244034

I
I
I
I
I

\

I
I

1

2 A. Yes, it does.

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

I

I
I
I
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Meter Size Service line Charge * Meter Charge Total Charge

5/8" x 3/4" 340 to 370 I80 to 130s

I 420 to i 500
i v

3/4" 340 *to 370 155 1to 205
-'11

$390 1IO 420
1-1/2" 420 to 450K Io 450I400
2" -Turbine 550i to 580I

I 895 to 945

495 575Ito
580

|

to 660
900

1 ,525
2,220'I2"-Compound 550 to 580 1 ,590 IQ 1,640| to2.140

1 7153" -Turbine to 745 1 ,370 to 1,420 2,085 to 2,165
3"-Compound 735 to| 765 2,145 IO 2,195

2,270
2,880 to 2,960

4" -Turbine t ,oak t
|.to 1,090 2,170 to s,2oo to 3,360i

4" - Compound 1 ,060 to 1,120 3,045 to 3,145 I
4,105 to 4,265

6" -Turbine 1,550 to 1,610 4,325 to 4,425 to5,875 6.035
6" - Compound 1 ,570 to 1,630 6,020I to 6.120 N50

\
7.590

I
MEMQBANDQM

To: Dorothy Hairs
John Chelas
Lyndon Hamm0n

Del Smith
Gordon Fox
Claudio Fernandez

John ThomtonI
I From: Marlin Scott. Jr. M

Utilities Engineer
Utilities Division

Date : April 23, 2002

RE: UPDATE OF STAFF'S 'TYPICAL SERVICE L1NE AND METER
INSTALLATION CHARGES

The following is an updated list of Staffs typical service line and meter installation
charges for 2002. If a company desires to charge an amount greater than Lhasa amounts, Ir should
be required to submit appropriate cost justification to do so,

l

190 m 240| i
I

82o to
1,445 1 to

I I

I
I
I
I
I
|
I
I
I

*Noter Meter charge includes meter box or vault.

i :msg

Myciocs/slmcharg

I
I
I
I
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I
Q-

INTRODUCTION AND QUALIFICATIONS

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS?

I
Ronald L. Kozo ran, 1605 W. Mulberry Drive, Phoenix, Arizona 85015.

Q- BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

I am self-employed and provide consulting services to utility companies and other

businesses with utility related interests.

I
I
I
I

Q. COULD YOU BRIEFLY SUMMARIZE YOUR PRIOR REGULATORY

EXPERIENCE?

I

I

1 1.

2
3 A.

4
5 A.

6
7
8
9 A.

10
11
12
13
14
15
16
17
18
19
20
21.
22
23
24
25
26

Yes. I was employed by the Illinois Commerce Commission ("ICC") from 1977 to

1981 in various accounting and management positions. While with the ICC, I

testified as the ICC Staffs expert witness on cost of capital, rate base and

operating income in rate cases involving Commonwealth Edison Company, Illinois

Bell Telephone, and other major Illinois utility companies.

I was first retained by the Arizona Corporation Commission ("Commission"

or "ACC") in 1981 as a consultant to prepare Commission Staffs cost of capital

testimony for the Southwest Gas Corporation and Southern Union Gas Company

rate cases. I later became Chief Rate Analyst for the Commission. As Chief Rate

Analyst, I was responsible for supervising all of the Commission's rate analysts

and utility auditors. While with the Commission, I testified on cost of capital

concerning Sun City West Uti l i t ies, Continental Telephone Company of

California, and Mountain Bell Telephone (now Qwest), among others.

I have also testified as an independent consultant on behalf of utility

companies, utility consumers, and regulatory agencies. I am also an instructor in

the areas of public utility accounting and general regulatory practices for the

National Association of Regulatory Uti l i ty Commissioners in i ts Annual

Regulatory Studies Program held at Michigan State University in East Lansing,

l ENNEMORE CRAIG
A PROFESSIONAL CQRPORATION
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I
I

Michigan. In 2001, I taught Revenue Requirements Accounting, and Regulatory

Accounting Methods and Applications under changing Regulatory and Market

Conditions.

Q, ON WHOSE BEHALF ARE YOU TESTIFYING?

I am testifying on behalf of Arizona-American Water Company ("Arizona-

American" or "the Company"). As explained in the Direct Testimony of David P.

Stephenson, the Company is filing five applications for rate increases for several

different systems Arizona-American recently acquired from Citizens

Communications Company ("Citizens"). Specifically, the systems covered by

these five applications include the Sun City water and wastewater districts

(Application No. 1), Sun City West water and wastewater districts (Application

No. 2), the Mohave water and Havasu water districts (Application No. 3), the

Aqua Fria water district, Anthem water district and the Anthem/Aqua Fria

wastewater district (Application No. 4), and the Tubae water district (Application

No. 5) . For convenience, I wil l sometimes refer to the five applications

collectively as the Company's rate filing.

11.

Q-

PURPOSE OF TESTIMONY., SUMMARY AND CONCLUSIONS

WHAT Is THE PURPOSE OF YOUR TESTIMCNY?

To set forth the proposed new rates for all of the systems included in the

Company's rate tiling and to explain the schedules concerning those proposed new

rates. In this specific testimony, I address the proposed rates for the Tubac water

district.

1

2

3

4

5 A.

6

7

8

9

10

11

12

13

14

15

16

17

18

19 A.

20

21

22

23

24

25 A.

26

Q- W OULD YOU PLEASE IDENTIFY THE SCHEDULES YOU ARE

SUPPORTING IN YOUR TESTIMONY?

My testimony supports the "H" Schedules included in each of the five applications

in the Company's rate filing. I prepared all of these schedules.

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
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Q. HAS ARIZONA-AMERICAN PREPARED A COST OF SERVICE STUDY

IN SUPPORT OF THE PROPOSED RATES FOR ANY OF THESE

DISTRICTS?

No. Consequently, the Company has not included "G" Schedules in any of the five

applications at this time.

I
I
I
I
I
I

Q- W HY I- IASN'T THE COMPANY INCLUDED THE SCHEDULES IN

ITS RATE FILING?

"G"

Under R14-2-103.B, cost of service information must be filed if both of the

following conditions are present:

1) The utility is in a segment of the utility industry that
recognizes cost of service studies as important tools for rate
design, and

2) Costs incurred by the utility are likely to vary significantly
from one defined segment of customers to another.

Arizona-American is not proposing different increases for different

customer classes or groups. Instead, in order to reduce the number of issues and to

simplify the Company's rate filing, Arizona-American proposes that necessary rate

increases be allocated to all customers equally. In other words, Arizona-American

does not propose to change the existing rate design, including the allocation of the

revenue requirement between customer types, from that approved by the

Commission when it set the present rates for each of the water or wastewater

districts covered by the Company's rate filing.

I
I
I
I
I
I
l
I

Q~ WHAT DO YOU MEAN THE COMPANY WILL ALLOCATE RATE

INCREASES TO ALL CUSTOMERS EQUALLY?

1

2

3

4  A .

5

6

7

8 A .

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24 A

25

26

After developing a new revenue requirement for each district included in the

Company's rate tiling, Arizona-American determined the percent increases

l ENNEMORE CRAIG
A PkoFEsslonAL CORPORATION
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Meter
Size

Monthly Minimum inGallons Included
Monthly Minimum

5/8 X 3/4" $15.35 0

3/4" $15.35 0

1 " $23.00 0

1 1/2" $46.00 0

$76.00 0

3 " $90.00 0

4 " $132.00 0

6 " $180.00 0

necessary to meet the new requirement. That percentage increase was then applied

to the monthly minimums and commodity rates for all customers in that water and

wastewater district uniformly so that each customer wil l  experience the

approximately the same percentage increase. I say approximately because, as a

result of the Company rounding the proposed rates up or down to the nearest

whole cent, the percentage increases will not be exact in every instance.

111.

Q~

PROPOSED RATE INCREASES FOR TUBAC WATER DISTRICT

HOW MUCH OF AN INCREASE Is ARIZONA-AMERICAN SEEKING

FOR THE TUBAC WATER DISTRICT COMPARED TO ADJUSTED

REVENUES AT PRESENT RATES?

Arizona-American seeks an approximately 85% increase in revenues over the

adjusted test year revenues at existing rates for its Tubac water district.

Q- WHAT ARE THE PRESENT RATES FOR THIS DISTRICT?

1

2

3

4

5

6

7

8

9

10

11 A .

12

13

14 A .

15

16

17

18

19

20

21

22

23

24

25

26

The monthly charges at present rates are listed below.

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
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Meter
Size

Monthly Minimum i nGallons Included
Monthly Minimum

5/8 X 3/4" $28.58 0

3/4" $28.58 0

$42.83 0

1 1 $85.66 0

2 " $141.52 0

3 " $167.59 0

4 " $245.79 0

6 " $335.17 0

$2,858.00 0

The commodity charge per 1,000 gallons for the Tubac water district is $1.66 per

1,000 gallons for usage up to 8,000 gallons, and $2.04 per 1,000 gallons for usage

over 8,001 gallons for all customers.

Q- PLEASE IDENTIFY ARIZONA-AMERICAN'S PROPOSED RATES FOR

THE TUBAC WATER DISTRICT?

I
I
I
I
I
I
I

The proposed monthly minimum charges are:

The proposed commodity charge per 1,000 gallons is $3.09 per 1,000 gallons for

usage from 0 to 8,000 gallons, and $3.79 per 1,000 gallons for usage over 8,001

gallons.

I
I
I
I
I
I
I
I

Q- OTHER THAN THE SLIGHT ADJUSTMENT DUE TO ROUNDING, ALL

CUSTOMER CLASSES ARE RECEIVING THE SAME PERCENTAGE

RATE INCREASE, CORRECT?

1

2

3

4

5

6 A.

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24 A.
25

26

Yes.

l
I
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Q- WHAT Is THE IMPACT ON RESIDENTIAL CUSTOMERS USING THE

MONTHLY AVERAGE AMOUNT OF WATER AND ON A 5/8 X 3/4 INCH

METER?

Residential customers, those on a 5/8 X 3/4 inch meter consuming the average

quantity of water (13,177 gallons per month) will experience a rate increase of

$33.73 per month, or an increase of approximately 85%. The present bill for such

customers is $39.19, while the bill for such customers under the proposed rate

increases would be $72.92 (excluding sales taxes).

Q- WILL THE RATE INCREASE AT TUBAC WATER BE PHASED IN?

Yes. The first year the rates will increase of approximately 40%. Thus an average

residential customer on a 5/8 and 3/4 inch meter, would experience a dollar

increase of $15.67, or 40%, from an average of $39.19, to $54.86. After the first

year the rates would increase the full 85%.

Iv .

Q,

REVENUE ANNUALIZATION AND THE "Has SCHEDULES

DID YOU PREPARE THE REVENUE ANNUALIZATIONS THAT ARE

USED IN MR. BOURASSA'S SCHEDULES?

Yes, I did.

1

2

3

4 A .

5

6

7

8

9

10 A .

11

12

13

14

15

16

17 A .

18

19

20 A .

21

22

23

24

25

26

Q- WOULD YOU EXPLAIN HOW THE REVENUE ANNUALIZATIONS

WERE PREPARED?

The revenue annualizations were prepared based on the total customer count as of

December of the test year. Annualizations for any increase in the number of

customers in each customer class as of December of the test year were made to

project revenues and consumption for those annualizations as if those customers

had been on the system for the full year. Annualizations for any decrease in the

number of customers in a customer class as of December of the test period were

made to remove the revenue and consumption for those lost customers as if those

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
l
I
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customers had not existed on the system for the full year. Thus, the customer

count at December was the controlling influence at to whether revenue and

consumption was either annualized or removed.

Q. PLEASE EXPLAIN WHAT Is SHOWN ON SCHEDULE H-1?

The H-1 Schedule shows the revenues at present and proposed rates from each

class of customer, and the annualization of revenues for any change in the number

of customers during the year.

Q- PLEASE EXPLAIN WHAT Is SHOWN ON SCHEDULE H-2?

The H-2 Schedule shows the rate increase based on the average annual usage for

each customer class. The billing to each average user is at present and proposed

rates.

Q- WHAT Is CONTAINED ON THE H-3 SCHEDULES?

Schedule 1-1-3 contains both the present and proposed rates. The Schedule also

shows the dollar increase, and percentage increase.

Q- WHAT Is CONTAINED ON THE H-4 SCHEDULES?

Schedule H-4 shows the billing at both present and proposed rates based on

various usage levels. The schedule also shows the dollar increase, and percentage

increase at various usage levels.

Q. WHAT is SHOWN ON THE H-5 SCHEDULES?

The H-5 Schedules contain the usage for each class of customer during the test

year. These schedules are commonly referred to as the bill count schedules, as the

schedules show usage by various classes of customers during the test year.

1

2

3

4

5 A.

6

7

8

9 A.

10

11

12

13 A.

14

15

16 A .

17

18

19

20 A .

21

22

23

24

25 A .

26

Q, WHY Is THERE MORE THAN ONE SET OF H-1, H-2, AND H-3

SCHEDULES FOR THE TUBAC WATER DISTRICT?

There is a "phase in" set of H-1, H-2, H-3, and H-4 schedules to coincide with

Arizona-American's proposal to phase in the rate increases for this district.

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
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I
I
I

Q- Is THE COMPANY PROPOSING ANY CHANGE IN ITS OTHER TARIFF

CHARGES?

Yes. The Company is proposing to increase the meter/service line charge to match

the recommended charges set forth in the memorandum of the Utilities Division,

Engineering Section, dated April 23, 2002. A copy is attached hereto as Kozo ran

Dir. Exh. 1. The Company is not proposing any other changes in its tariffs.

Additionally, the Company proposes to collect the income tax on the meter/service

line charge, as these charges are now taxable income. Refunds of the

meter/service line charge will include a refund of the original income tax collected

spread over the refund period.

Q- DOES THIS PROPOSED CHANGE IN METER FEES IMPACT

REVENUE?

No. Meter/Service Line Installation Fees are not revenues. These fees are either

considered refundable deposits or advances, and not revenues. As with any

advance or deposit, they are also considered a deduction from rate base in the

development of a revenue requirement. Thus, any increase in these fees is revenue

neutral.

Q- DOES THAT CONCLUDE YOUR DIRECT TESTIMONY?

1

2

3  A .

4

5

6

7

8

9

10

11

12

13 A .

14

15

16

17

18

19 A .

20

21

22

23

24

25

26

Yes, it does.

I
I
I
I
I
I
I
I
I
I
I
I
I
l
I
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P

Meter Size Service line Charge * Meter Charge Total Charge

5/8" x 3/4" 340 370to 80 to 130i
I 420 to 500

3/4" 340 f to 370 155 to 205 495 575to fI1 " as? Ito 420 190 IG 240 580 to 660|
I1-1/2" 420 to 450| 400 to 4504
II820 to 900

2" -Turbine 560
I
i to 580I

I 895 to 945 1,445 I to
2,140 to

1 ,525
2"-Compound | 550 i t 580 1 ,590 to 1,640 2,220I 7153" -Turbine to 745 1 ,850 to 1,420 to 2,165I

I2,085
735 to.

I3" - Compound 765 2,145 to 2,195 2.880 , to 2,960
411 -Turbine 1 _oak to . 1,09o 2,170 to 2,270 3,200 8

i
3,360
A

to
f4" - Compound 1 ,060 to 1,120 3.045 to 3,145

6" -Turbine 1 ,550 to 1,610 4,325 to 4,425 5,875 to 6.085
6" - Compound 1 ,570 to 1,630 6,020I

I to 6.120 7_590
» 7,750I

. ,<-
<

MEMQBAHDHM

I To: Dorothy Hairs
John Chclus
Lyndon Harmon

Del Smith
Gordon Fox.
Claudio Fernandez

John Thomtou

From: Marlin Scott, Jr. 1V4
Utilities Engineer
Utilities Division

I
Date: April 23, 2002

RE: UPDATE OF STAFFS TYPICAL SERVICE LINE AND METER
INSTALLATION Ci-MRGES

9

The following is an updated list of Staffs typical service line and meter installation
charges for 2002. If a company desires to charge an amount greater than these amounts, it should
be required to submit appropriate cost justification to do so,

4,105 av i '1,£.uu

*Noter Meter charge includes meter box or vault.

\ :msg

Mydocs/:lmcharg
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INTRODUCTION

WHAT Is THE PURPOSE OF THIS SUPPLEMENT TO YOUR DIRECT

TESTIMONY?

The purpose of this supplemental testimony is to respond to Staffs List of Items

Causing the Fil ing to be Insufficient dated December 23, 2002 ("Staff

Insufficiency Finding"). In addition, the Company is concurrently fi l ing

supplements to the direct testimony of David P. Stephenson and Thomas Bourassa

in response to the Staff Insufficiency Finding.

Q. HOW WILL YOUR SUPPLEMENTAL TESTIMONY BE ORGANIZED?

Q,

In this testimony, I address Staffs expressed concerns over the application for the

Sun City water and wastewater districts. Specifically, I address two of the reasons

Staff has concluded that the filings for these two districts are insufficient and those

reasons are identified consistent with the numbering in the Staff Insufficiency

Finding. Those items in the Staff Insufficiency Finding not covered in my

supplemental testimony are addressed by either Mr. Stephenson or Mr. Bourassa.

HAVE ANY CHANGES As A RESULT STAFF'S

FINDINGS?

Yes, and where appropriate revised schedules are attached hereto at Tab A. I wish

to point out, however, that none of the changes affect the plant in service, rate

base, and/or the revenue requirement in this case,

YOU MADE OF

11.

Q-

CAUSE OF INSUFFICIENCY: SUN CITY WASTEWATER no. 1

MR. KOZOMAN, ARE THE BILL COUNT REVENUES AND THE BOOK

REVENUES FOR THE SUN CITY WASTEWATER DISTRICT

MATERIALLY DIFFERENT?

1 1.

2 Q.

3
4 A.

5

6

7

8

9
10 A.

l l

12

13

14

15

16

17
18 A.

19

20

21

22

23

24
25 A.

26

No, I do not believe so and cannot agree with Staff on this issue. The difference

between the book revenue and the bill count revenues for this district is 0.009%.
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i l

HAVE YOU DISCUSSED THIS ISSUE WITH STAFF?

Yes. Subsequent to the filing on November 22, 2002, Mr. Bourassa and I have

met with Staff on several occasions to answer questions and assist Staff in

reviewing Arizona-American's filings, including each district's bill count. I

provided Staff with a corrected bill count for the 5/8 inch residential customers.

Schedule H-5 (WWRE 5/8 Inch) was reformatted because the original H-5

Schedules were printed before being reconciled to general ledger revenues. The

Company filed these revised schedule pages with Docket Control at the Arizona

Corporation Commission on December 20, 2002 at Staffs insistence,

WHAT WAS THE ACCEPTED TOLERANCE (DIFFERENCE TO THE

BOOK REVENUE) DID THE COMPANY USE?

To insure the bill count data generated an acceptable level of revenues, a tolerance

of 0.5 percent was used. In the instant case, the revenues from the bill counts were

within 0.009 percent or $478 of the book revenues of $5,088,340 In my

experience, this is well within Staffs accepted tolerance level. A supplementary

schedule showing the revenue reconciliation and tolerance is attached hereto at

Tab A.

Q, ARE THE REVENUES FROM THE BILL COUNT ALWAYS EQUAL TO

THE BOOK REVENUES?

No, In fact, they are very rarely equal to book revenues for several different

1 Q.

2 A.

3

4

5

6

7

8

9

10 Q.

11

12 A.

13

14

15

16

17

18

19

20 A.

21

22

23

24

25

26

reasons.

typically compute revenues based on the midpoint of a usage range. For example,

7,500 gallons is the midpoint of the usage rangebetween 7,000 gallons and 7,999

gallons. In contrast, book revenues may be based on bills that are computed on

actual use. Second, the billing system used may not pick up billing adjustments in

the same period as the original bill or billing adjustments may not be entered into

First, the rate books used to confirm the revenues from the bill count

FENNEMORE CRAIG
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1

the billing system. That is, a billing adjustment may actually be made in, for

example, June, but it is not reflected in the billing system until July. Or, the billing

adjustments may not be contained in the billing system, but instead made as a

journal entry in the general ledger, which either reduces or increases revenue. All

of these accounting practices are acceptable, but still result in discrepancies

between bill count revenues and book revenues.

CAN YOU EXPLAIN WHY THE STAFF CITED THE COMPANY FOR A

REVENUE DIFFERENCE OF 1.61 PERCENT IN ITS SUFFICIENCY

LETTER?

I have reviewed Staff s bill count rate books to detennine why their bill count does

not generate the same revenues as the Company's bill count and discovered that

Staff used the wrong bill counts for residential customers on 5/8 inch meters. As I

previously testified, I Provided a correct bill counts to Staff and these schedules

were formally filed with Docket Control on December 20, 2002 .

HAVE YOU PROVIDED THE COMMISSION STAFF WITH A copy OF

YOUR WORKBOOKS?

Yes, as explained above, Mr. Bourassa and I provided workbooks and other

information to Staff shortly after the filing was made.

111. CAUSE OF INSUFFICIENCY: SUN CITY WATER NO 6 AND SUN CITY
WASTEWATER NO.7

1

2

3

4

5

6

7 Q.

8

9

10 A.

11

12

13

14

15 Q.

16

17 A.

18

19

20

21

22

23

24 IA,
25

26

Q- STAFF ALSO CLAIMS THAT THE CERTAIN "H7$ SCHEDULES ARE

MISSING PRESENT AND PROPOSED RATES WHAT HAS THE

COMPANY DONE TO RESPOND TO THIS FINDING?

For the Sun City water district Staff found that Schedule H-4, pages 10 and 12 (the

bill comparisons for the Commercial l Inch Meter, and the Commercial 2 Inch

Meter, respectively) failed to include the present and proposed rates, Schedules

FENNEMORE CRAIG
A PROFESSIONAL CORPDRATIUN
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correcting this are attached hereto.

Staff also found that Schedule H-3, page 2 for Sun City wastewater is

missing present and proposed rates. However, Schedule H-3 for Sun City

wastewater includes prices for all other charges by the wastewater entity. The

charges for NSF checks (non-sufficient funds checks), establishment fees, deferred

payments, and late fees are shown on the Sun City water Schedule H-3. The

Company does not collect an establishment fee or NSF charge for both water and

sewer.

AND NONE OF THE CHANGES REFLECTED IN YOUR REVISED

SCHEDULES IMPACT THE PRESENT OR PROPOSED

RATES/REVENUES As REFLECTED ON THE COMPANY'S

SCHEDULES H-1 AND H-2 CORRECT?

That is correct.

DOES THAT CONCLUDE YOUR SUPPLEMENTAL TESTIMONY?

1

2

3

4

5

6

7

8

9 Q.

10

11

12

13 A .

14 Q.

15 A .

16

17

18

19

20

21

22

23

24

25

26

Yes.
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Arizona American Sun City
Bill Comparison
Customer Classification SWCL 1 Inch

Exhibit
Schedule H-4
Page 10
Witness: Kozo ran
Revised

Percent
Increase

Present Rates:
$ 13.00Monthly Minimum:

Gallons in Minimum
Charge Per 1,000 Gallons
Up to 8,000
Up to 999,999,999
Over 1,000,000,000

$
$
$
$

0.73
0.92
0.92
0.92

$ 24.51
Proposed Rates:
Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons
UD to 8,000
Up to 999,999,999
Over 1,000,000,000

$
$
$
$

1.38
1.73
1.73
1.73

Present

M
13.00
13.73
14.46
15.19
15.92
16.65
17.38
18.11
18.84
19.76
20.68
21.60
22.52
23.44
24.36
25.28
26.20
27.12
28.04
28.96
29.88
30.80

142.12
143.04
147.64
149.48
151.32
156.84
157.76
158.68
159.60
162.36
163.28
165.12
178.00
184.44
188.12
189.96
195.48
216.64
304.04
323.36
465.96
483.44

1,271.88

Proposed

M
$ 24.51

25.89
27.27
28.65
30.03
31.41
32.79
34.17
35.55
37.28
39.01
40.74
42.47
44.20
45.93
47.66
49.39
51.12
52.85
54.58
56.31
58.04

267.37
269.10
277.75
281.21
284.67
295.05
296.78
298.51
300.24
305.43
307.16
310.62
334.84
346.95
353.87
357.33
367.71
407.50
571.85
608.18
876.33
909.20

2,391.81

Dollar
Increase
$ 11.51

12.16
12.81
13.46-
14.11
14.76
15.41
16.06
16.71
17.52
18.33
19.14
19.95
20.76
21.57
22.38
23.19
24.00
24.81
25.62
26.43
27.24

125.25
126.06
130.11
131.73
133.35
138.21
139.02
139.83
140.64
143.07
143.88
145.50
156.84
162.51
165.75
167.37
172.23
190.86
267.81
284.82
410.37
425.76

1,119.93

88.54%
88.57%
88.59%
88.61%
88.63%
"88.65%
88.67°/o
88.68%
88.69°/o
88.66%
88.64%
88.61°/o
88.59%
88.57%
88.55%
88.53%
88.51%
88.50%
88.48°/o
88.47°/o
88.45%
88.44%
88.13%
88.13%
88.13%
88.13%
88.12%
88.12%
88.12%
88.12%
88.12%
88.12%
88.12%
88.12°/o
88.11%
88.11%
88.11%
88.11%
88.11%
88. 10%
88.08%
88.08%
88.07%
88.07%
88.05%

\

31.95 $ 60.20 $ 28.25 88.43%

Usage

- $
1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
11,000
12,000
13,000
14,000
15,000
16,000
17,000
18,000
19,000
20,000
21,000

142,000
143,000
148,000
150,000
152,000
158,000
159,000
160,000
161,000
164,000
165,000
167,000
181,000
188,000
192,000
194,000
200,000
223,000
318,000 \
339,000
494,000
513,000

1,370,000
Average Usage

22,247 $
Median Usage

10,000 $ 20.68 $ 39.01 $ 18.33 88.64%
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vArizona American - Sun Gay
Bill Comparison
Customer Gassification SWCL 2 Indl

Exhibit
Schedule H-4
Page 12
Witness: Kozo ran
REVISED

Present

M

Proposed

BM!
$ 77.29

Percent
Increase

$ 41.00
Present Rates:
Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 8,000
Up to 999,999,999
Over 1,000,000,000

$
$
$
$

0.73
0.92
0.92
0.92

$ 77.29
Proposed Rates:
Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 8,000
Up to 999,999,999
Over 1,000,000,000

$
$
$
$

1.38
1.73
1.73
1.73

41.00
41.73
42.46
43.19
43.92
44.65
45.38
46.11
46.84
47.76
48.68
49.60
50.52
51.44
52.36
53.28
54.20
55.12
56.04
56.96

103.88
104.80
105.72
106.64
107.56
108.48
109.40
110.32
111 .24
112. 16
113.08
126.88
127.80
128.72
129.64
130.56
131.48
132.40
133.32
134.24
135.16
136.08
137.00
137.92
138.84
139.76
140.68
141.60
142.52
143.44
144.36
145.28
146.20
147.12
148.04
148.96
149_88

78.67
80.05
81.43
82.81
84. 19
85.57
86.95
88.33
90.06
91.79
93.52
95,25
96.98
98.71

100.44
102.17
103.90
105.63
107.36
195.59
197.32
199.05
200.78
202.51
204.24
205.97
207.70
209.43
211.16
212.89
238.84
240.57
242.30
244.03
245.76
247.49
249.22
250.95
252.68
254.41
256.14
257.87
259.60
261.33
263.06
264.79
266.52
268.25
269.98
271.71
273.44
275.17
276.90
278.63
280.36
282.09

D0ll3l'¥.
Increase
$ 36.29
$ 36.94
$ 37,59
$ 38.24
$ 38.89
$ 39.54
$ 40.19
$ 40.84
$ 41.49
$ 42.30
$ 43.11
$ 43.92
$ 44.73
$ 45.54
$ 46.35
$ 47.16
$ 47.97
$ 48.78
$ 49.59
$ 50.40
$ 91.71
$ 92.52
$ 93.33
$ 94.14
$ 94.95
$ 95.76
$ 96.57
$ 97.38
$ 98.19
$ 99.00
$ 99.81
$111.96
$112.77
$113.58
$114.39
$115.20
$116.01
$116.82
$117.63
$118.44
$119.25
$120.06
$120.87
$121.68
$122.49
$123.30
$124.11
$124.92
$125.73
$126.54
$127.35
$128.16
$128.97
$129.78
$130.59
$131.40
$132.21

88.51%
88.52%
88.53%
88.54%
88.55%
88.56%
88.56%
88.57%
88.58%
88.57%
88.56%
88.55%
88.54%
88.53%
88.52%
88.51%
88.51%
88.50%
88.49%
88.48%
88.28%
88.28%
88.28%
88.28%
88.28%
88.27°/o
88.27%
88.27%
88.27%
88.27%
88.26%
88.24%
88.24%
88.24%
88.24%
88.24°/o
88.23%
88.23%
88.23%
88.23%
88.23%
88.23%
88.23%
88.23%
88.22%
88.22%
88.22%
88.22%
88.22%
88.22%
88.22%
88.22%
88. 21%
88.21%
88.21%
88.21%
88.21%

150.19 $282.68 $132.48 88.21%

Usage

- s
1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
11,000 .

12,000
13,000
14,000
15,000
16,000
17,000
18,000
19,000
70,000
71,000
72,000
73,000
74,000
75,000
76,000
77,000
78,000
79,000
80,000
95,000
96,000
97,000
98,000
99,000

100,000
101,000
102,000
103,000
104,000
105,000
106,000
107,000
108,000
109,000
110,000
111,000
112,000
113,000
114,000
115,000
116,000
117,000
118,000
119,000
120,000

Average Usage
120,339 $

Median Usage
71,000 $ 104.80 $197.32 $ 92.52 88,28%



Arizona American - Sun City
Bill Comparison
Customer Classification SWCL 4 Inch

Exhibit
Schedule H-4
Page 14
Witness: Kozoma n
REVISED

Proposed Dollar
Increase

$

Percent
Increase

$

$103,00
Present Rates:
Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 8,000
Up to 999,999,999
Over 1,000,000,000

$
$
$
$

0.73
0.92
0.92
0.92

$194.16
Proposed Rates:
Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 8,000
Up to 999,999,999
Over 1,000,000,000

$
$
$
$

1.38
1.73
1.73
1.73

Present

M
103.00
103.73
104.46
105.19
105.92
106.65
107.38
108.11
108.84
109.76
110.68
111.60
112.52
113.44
114.36
115.28
116.20
117.12
118.04

1,065.64
1,094.16
1,142.92
1,147.52
1,155.80
1,206.40
1,252.40
1,303.92
1,320.48
1,349.00
1,358.20
1,362.80
1,379.36
1,395.92
1,475.04
1,486.08
1,508.16
1,604.76
1,641.56
1,651.68
1,698.60
1,775.88
1,862.36
1,933.20
2,139.28
2,157.68
2,324.20
2,443.80
2,764.88
2,926.80
3,259.84
3,261.68
4,027.12

M
194.16
195.54
196.92
198.30
199.68
201.06
202.44
203.82
205.20
206.93
208.66
210.39
212.12
213.85
215.58
217.31
219.04
220.77
222.50

2,004.40
2,058.03
2,149.72
2,158.37
2,173.94
2,269.09
2,355.59
2,452.47
2,483.61
2,537.24
2,554.54
2,563.19
2,594.33
2,625.47
2,774.25
2,795.01
2,836.53
3,018.18
3,087.38
3,106.41
3,194.64
3,339.96
3,502.58
3,635.79
4,023.31
4,057.91
4,371.04
4,595.94
5,199.71
5,504.19
6,130.45
6,133.91
7,573.27

91.16
91.81
92.46
93.11
93.76
94.41
95.06
95.71
96.36
97.17
97.98
98.79
99.60

100.41
101.22
102.03
102.84
103.65
104.46
938.76
963.87

1,006.80
1,010.85
1,018.14
1,062.69
1,103.19
1,148.55
1,163.13
1,188.24
1,196.34
1,200.39
1,214.97
1,229.55
1,299.21
1,308.93
1,328.37
1,413.42
1,445.82
1,454.73
1,496.04
1,564.08
1,640.22
1,702.59
1,884.03
1,900.23
2,046.84
2,152.14
2,434.83
2,577.39
2,870.61
2,872.23
3,546.15

88.50%
88.51%
88.51%
88.52%
88.52%
88.52%
88.53%
88.53°/o
88.53°/o
88.53%
88.53%
88.52%
88.52%
88.51%
88.51%
88.51°/o
88.50%
88.50%
88.50°/o
88.09%
88.09%
88.09%
88.09%
88.09%
88.09%
88.09%
88.08%
88.08%
88.08%
88.08%
88.08%
88.08%
88.08%
88.08%
88.08%
88.08%
88.08%
88.08%
88.08°/o
88.07°/o
88.07°/o
88.07%
88.07%
88.07%
88.07%
88.07%
88.07%
88.06%
88.06%
88.06%
88.06%
88.06%

1,196.69 2,250.84 1,054.14 88.09°/o

Usage

- $
1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
11,000
12,000
13,000
14,000
15,000
16,000
17,000
18,000

1,048,000
1,079,000
1,132,000
1,137,000
1,146,000
1,201,000
1,251,000
1,307,000
1,325,000
1,356,000
1,366,000
1,371,000
1,389,000
1,407,000
1,493,000
1,505,000
1,529,000
1,634,000
1,674,000
1,685,000
1,736,000
1,820,000
1,914,000
1,991,000
2,215,000
2,235,000
2,416,000
2,546,000
2,895,000
3,071,000
3,433,000
3,435,000
4,267,000

Average Usage
1,190,450

Median Usage
1,132,000 1,142.92 2,149.72 1,006.80 88.09%

\
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INTRODUCTION

WHAT Is THE PURPOSE OF THIS SUPPLEMENT TO YOUR DIRECT

TESTIMONY?

The purpose of this supplemental testimony is to respond to Staffs List of Items

Causing the Fil ing to be Insufficient dated December 23, 2002 ("Staff

Insufficiency Finding"). In addition, the Company is concurrently ti l ing

supplements to the direct testimony of David P. Stephenson and Thomas Bourassa

in response to the Staff Insufficiency Finding.

Q~ HOW WILL YOUR SUPPLEMENTAL TESTIMONY BE ORGANIZED?

In this testimony, I address Staff's expressed concerns over the application for the

Sun City West water and wastewater districts. Specifically, I address two of the

reasons Staff has concluded that the filings for these two districts are insufficient

and those reasons are identified consistent with the numbering in the Staff

Insufficiency Finding. Those items in the Staff Insufficiency Finding not covered

in my supplemental testimony are addressed by either Mr. Stephenson or Mr.

Bourassa.

Q. HAVE YOU MADE ANY CHANGES AS A RESULT OF STAFF'S

FINDINGS?

Yes, and where appropriate revised schedules are attached hereto at Tab A. I wish

to point out, however, that none of the changes effect the plant in service, rate

base, and/or the revenue requirement in this case,

11.

Q-

CAUSE OF INSUFFICIENCY: SUN CITY WEST WATER NO. 1

MR. KOZOMAN, ARE THE BILL COUNT REVENUES AND THE BOOK

REVENUES FOR SUN CITY WEST WATER DISTRICT MATERIALLY

DIFFERENT?

1 1.

2 Q.

3
4 A.

5

6

7

8

9
10 A.

11

12

13
14
15

16

17
18
19 A.

20
21

22

23

24

25
26 A. No, I do not believe so and cannot agree with Staff on this issue. The difference

FENNEMORB CRAIG
A PROFESSIONAL CORPORA1tON

PHOENIX

1



*

between the book revenue and the bill count revenues for this district is 0.45%.

HAVE YOU DISCUSSED THIS ISSUE WITH STAFF?

Yes. Subsequent to the filing on November 22, 2002, Mr. Bourassa and I have

met with Staff on several occasions to answer questions and assist Staff i n

reviewing Arizona-American's filings, including each district's bill count. I

provided Staff with a corrected bill count for the 5/8 inch residential customers.

Schedule H-5 (WWRE 5/8 Inch) was reformatted because the original H-5

Schedules were printed before being reconciled to general ledger revenues. The

Company filed these revised schedule pages with Docket Control at the Arizona

Corporation Commission on December 20, 2002 at Staff's insistence..

WHAT WAS THE ACCEPTED TOLERANCE (DIFFERENCE TO THE

BOOK REVENUE) THE COMPANY UTILIZED?

To insure the bill count data generated an acceptable level of revenues, a tolerance

of 0.5 percent was used. In the instant case, the revenues from the bill counts were

within 0.045 percent or $15,045 of the book revenues of $4,860,398 In my

experience, this is well within Staff's accepted tolerance level. A supplementary

schedule showing the revenue reconciliation and tolerance is attached hereto at

Tab A.

Q- ARE THE REVENUES FROM THE BILL COUNT ALWAYS EQUAL TO

THE BOOK REVENUES?

No. In fact, they are very rarely equal to book revenues for several different

First, the rate books used to confirm the revenues from the bill count

1

2 Q.

3 A.

4

5

6

7

8

9

10

11 Q-

12

13 A .

14

15

16

17

18

19

20

21 A.

22.

23

24

25

26

reasons.

typically compute revenues based on the midpoint of a usage range. For example,

7,500 gallons is the midpoint of the usage range between 7,000 gallons and 7,999

gallons. In contrast, book revenues may be based on bills that are computed on

actual use. Second, the billing system used may not pick up billing adjustments in

FBNNEMOR18 CRAIG
A PRoF!sslonAL CORPORATION

PHOENIX
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I

the same period as the original bill or billing adjustments may not be entered into

the billing system. That is, a billing adjustment may actually be made in, for

example, June, but it is not reflected in the billing system until July. Or, the billing

adjustments may not be contained in the billing system, but instead made as a

journal entry in the general ledger, which either reduces or increases revenue. All

of these accounting practices are acceptable, but still result in discrepancies

between bill count revenues and book revenues.

CAN YOU EXPLAIN WHY THE STAFF FOUND A REVENUE

DIFFERENCE OF 1.34 PERCENT IN ITS SUFFICIENCY LETTER?

leave reviewed Staffs bill count rate books to determine why their bill count does

not generate the same revenues as the Company's bill count and discovered that

Staff used the wrong bill counts for residential customers on 5/8 inch meters. As I

previously testified, I provided a correct bill counts to Staff and these schedules

were formally filed with Docket Control on December 20, 2002.

HAVE YOU PROVIDED THE COMMISSION STAFF WITH A COPY OF

YOUR WORKBOOKS ?

Yes, as explained above, Mr. Bourassa and I provided workbooks and other

information to Staff shortly after the filing was made.

111. CAUSE OF INSUFFICIENCY: SUN CITY WEST WATER NO. 7 AND SUN
CITY WEST WASTEWATER NO.6

1

2

3

4

5

6

7

8 Q.

9

10 A.

11

12

13

14

15 Q.

16

17 A .

18

19

20

21

22

23
24 A.

25

26

Q, STAFF ALSO CLAIMS THAT THE CERTAIN CCH" SCHEDULES ARE

MISSING PRESENT AND PROPOSED RATES WHAT HAS THE

COMPANY DONE TO RESPOND To THIS FINDING?

For the Sun City West water district Staff found that Schedule H-4, page 13 (the

bill comparison for the Commercial 6 Inch Meter) failed to include the present and

proposed rates. Schedules correcting this are attached hereto.

FENNBMORE CRAIG
A PROFESSIONAL CORPORAtION
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I

Staff also found that Schedule H-3, page 2 for Sun City West wastewater is

missing present and proposed rates. However, Schedule H-3 for Sun City West

wastewater includes prices for all other charges by the wastewater entity. The

charges for NSF checks (non-sufficient funds checks), establishment fees, deferred

payments, and late fees are shown on the Sun City West water Schedule H-. The

Company does not collect an establishment fee or NSF charge for both water and

sewer.

AND NONE OF THE CHANGES REFLECTED IN YOUR REVISED

SCHEDULES IMPACT THE PRESENT OR PROPOSED

RATESIREVENUES As REFLECTED ON THE COMPANY'S

SCHEDULES H-1 AND H-2 CORRECT?

That is correct.

DOES THAT CONCLUDE YOUR SUPPLEMENTAL TESTIMONY?
r

Yes.

1

2

3

4

5

6

7

8 Q.

9

10

11

12 A .

13 Q.

14 A.

15

16

17

18

19

20

21

22

23

24

25

26
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Arizona American - Sun City West Sewer
Changes in Representative Rate Schedules

Test Year ended December 31, 2001

Exhibit
Schedule H-3
Page 2
Witness: Kozo ran
REVISED

Present
Rates

Proposed
Rates

Line
No. Other Service Charqes
1 Establishment
2 Establishment (After Hours)
3 Reconnection (Deliquent)
4 Reconnection (After Hours)
5
6 Deposit
7 Deposit Interest
8 Re-Establishment (With-in 12 Months)
9
10 NSF Check
11 Deferred Payment, Per Month (b)
12
13
14
15 Late Payment Charge
16
17 Rates for above charges are listed on Schedule H-3, Page 3, for Sun City West Water.
18
19
20 ** PER COMMISSION RULES (R14-2~403.B)
21 xx* MONTHS OFF SYSTEM TIMES MINIMUM (R14-2-403.D)
22 IN ADDITION To THE COLLECTION oF RFGULAR RATFS, THE UTILITY WILL COLLECT FROM
23 ITS custoMERs A PROPORTIONATE SHARE OF ANY PRIVILEGE, SALES, usE, AND FRANCHISE
24 TAX. PER commission RULE (14-2-409.D 5)
25 ALL ADVANCES AND/OR CONTRIBUTIONS ARE To INCLUDE LABOR, MATERIALS, OVERH EADS,
26 AND ALL APPLICABLE TAXES, INCLUDING ALL GROSS-UP TAXES FOR INCOME TAXES.

1.50% 1.50%

\
\
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Arizona American - Sun City West Water
Bill Comparison
Customer Classification WWCL 6 Inch

Exhibit
Schedule H-4
Page 13
Witness: Kozo ran
REVISED

Present

M

Percent
Increase

Present Rates:

$ 141.00Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 8,000
Up t o 999,999,999
Over 1,000,000,000

$
$
$
$

0.93
1.12
1.12
1.12

$203.89
Proposed Rates:
Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 8,000
Up to 999,999,999
Over 1,000,000,000

$
$
$
$

1.34
1.62
1.62
1.62

141.00
141.93
142.86
143.79
144.72
145.65
146.58
147.51
148.44
149.56
150.68
151.80
152.92
154.04
155.16
156.28
157.40
158.52
159.64
355.64
356.76
401.56
404.92
407.16
419.48
420.60
425.08
427.32
448.60
454.20

Proposed

.BM
$203.89

205.23
206.57
207.91
209.25
210.59
211.93
213.27
214.61
216.23
217.85
219.47
221.09
222.71
224.33
225.95
227.57
229.19
230.81
514.31
515.93
580.73
585.59
588.83
606.65
608.27
614.75
617.99
648.77
656.87

Dollar
Increase
$ 62.89
$ 63.30
$ 63.71
$ 64.12
$ 64.53
$ 64.94
$ 65.35
$ 65.76
$ 66.17
$ 66.67
$ 67.17
$ 67.67
$ 68.17
$ 68.67
$ 69.17
$ 69.67
$ 70.17
$ 70.67
$ 71.17
$158.67
$159.17
$179.17
$180.67
$181.67
$187.17
$187.67
$189.67
$190.67
$200.17
$202.67

44.60%
44.60%
44.60%
44.59%
44.59%
44.59%
44.58%
44.58%
44.58%
44.58°/o
44.58%
44.58%
44.58%
44.58%
44.58%
44.58%
44.58%
44.58%
44.58%
44.62%
44.62%
44.62%
44.62°/o
44.62%
44.62%
44.62%
44.62%
44.62%
44.62%
44.62%

\

410.24 $593.29 $ 183.05 44.62%

Ugaqe

- $
1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
11,000
12,000
13,000
14,000
15,000
16,000
17,000
18,000

193,000
194,000
234,000
237,000
239,000
250,000
251,000
255,000
257,000
276,000
281,000

Average Usage
241,750 $

Median Usage
239,000 $ 407.16 $588.83 $ 181.67 44.62%
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1 1.

Q-

INTRODUCTION

WHAT Is THE PURPOSE OF THIS SUPPLEMENT TO YOUR DIRECT2
3
4 A.

5
6
7
8

TESTIMONY?

The purpose of this supplemental testimony is to respond to Staffs List of Items

Causing the Fil ing to be Insufficient dated December 23, 2002 ("Staff

Insufficiency Finding"). In addition, the Company is concurrently ti l ing

supplements to the direct testimony of David P. Stephenson and Thomas Bourassa

in response to the Staff Insufficiency Finding.

HOW WILL YOUR SUPPLEMENTAL TESTIMONY BE ORGANIZED?

In this testimony, I address Staffs expressed concerns over the application for the

Mohave water district and the Havasu water district. Specifically, I address two of

the reasons Staf f  has concluded that the f ilings for these two districts are

insufficient and those reasons are identified consistent with the numbering in the

Staff Insufficiency Finding. Those items in the Staff Insufficiency Finding not

covered in my supplemental testimony are addressed by either Mr. Stephenson or

Mr. Bourassa.

HAVE YOU MADE ANY CHANGES As A RESULT OF STAFF'S

FINDINGS?

Yes,and where appropriate revised schedules are attached hereto at Tab A. Irish

.to point out, however, that none of the changes affect the plant in service, rate

base, and/or the revenue requirement in this ease.

CAUSE OF INSUFFICIENCY:
WATER NO. 1

MOHAVE WATER AND HAVASU

9 IQ.

10 IA.

11

12

13

14

15

16

17 'Q.

18

19 A.

20

21

22 III.

23 IQ.

24

25

26

MR. KOZOMAN, ARE THE BILL COUNT REVENUES AND THE BOOK

REVENUES FOR MOHAVE AND HAVASU WATER DISTRICTS

DIFFERENT?

FBNNEMORE CRAIG
A PRon=5slonAL CORPORATION

PHOENIX
1



4

There is a very small difference in the case of these two water districts. The bill

count for Mohave Water differs from the booked revenues of $4,394,133 by

$48,14l, a difference of l.095%. For Havasu Water, the bill count differs from

the booked revenues of $440,924 by $6,311, a difference of 1.431%

,ARE THE REVENUES FROM THE BILL COUNT ALWAYS EQUAL TO

THE Book REVENUES?

No. In fact, they are very rarely equal to book revenues for several different

reasons.

typically compute revenues based on the midpoint of a usage range. For example,

7,500 gallons is the midpoint of the usage range between 7,000 gallons and 7,999

gallons. In contrast, book revenues may be based on bills that are computed on

actual use. Second, the billing system used may not pick up billing adjustments in

the same period as the original bill or billing adjustments may not be entered into

the billing system. That is, a billing adjustment may actually be made in, for

example, June, but it is not reflected in the billing system until July. Or, the billing

adjustments may not be contained in the billing system, but instead made as a

journal entry in the general ledger, which either reduces or increases revenue. All

of these accounting practices are acceptable, but still result in discrepancies

between bill count revenues and book revenues .

First, the rate books used to confirm the revenues from the bill count

WHAT WAS THE ACCEPTED TOLERANCE (DIFFERENCE TO THE

BOOK REVENUE) THE COMPANY UTILIZED?

To insure the bill count data generated an acceptable level of revenues, a tolerance

of 0.5 percent was used. In my experience, this is well within Staff's accepted

tolerance level.

1 A.

2
3

4

5 Q-

6
7 A.

8
9

10

11

12

13

14
15

16

17

18

19

20 IQ.

21
22 IA.
23

24

IQ.
26

25 IF THE COMPANY UTILIZED SUCH A TOLERANCE LEVEL, WHY Is

THE MISMATCH EXCEED THAT LEVEL?

FENNEMORE CRAIG
A PkoFF5slonAL CORPORATION

PHOENIX
2



»4

The bill count data used to prepare the filing for these two water districts was

obtained from the former owners of these systems, Citizens Communications Co.

("Citizens"). In those instances where the bill count revenues matched the general

ledger revenues within the 0.5% tolerance level, no further analysis of the

1 A.

2

3

4

5

6

7

8

9

10

11

12

13

14 Q.

15 IA.

16

17

18

19

20

21

22

23

24

25

26

"Citizens data" was conducted. On the other hand, where the bill count revenues

did not match the general ledger revenues within the 0.5% tolerance level, then

additional analysis of the Citizens' data was conducted. For the Mohave and

Havasu water districts, the bill counts revenues did match the general ledger

revenues within the 0.5% tolerance level. Thus, no further queries were made on

the data.

During its sufficiency review, Staff noted that the present revenues for the

Mohave water and Havasu water districts did not compute to the revenues shown

on Schedule H-1 .

DO YOU AGREE?

Yes. For the Mohave water district, we found two problems in the bill count. The

first problem was caused by the wrong rates in the 2 inch Commercial Summary,

as shown on Schedule H-4, page 92. Schedule H-4, page 92 reflects a present

monthly minimum of $8.65, rather than $30.00, the correct monthly minimum for

such customers. The proposed monthly minimum should be $34.14, and not

$28.45 as shown on Schedule H-4, page 92. As a result, the correct revenues at

present rates should have been $355,657, rather than the $313,940 for the 2 inch

Commercial Summary previously shown on line 22 of Schedule H-4, page 92 for

the Mohave water district.

The second problem with the bill count was that the 5/8 inch Residential

Summary bil l  count (Schedule H-5, page 1) included the wrong bil l ing

coordinates. Rather than 0 to 0 for the first billing coordinate, the billing

FENNEMORE CRAIG
A PROFESSIONAL CORPORATION

PHQENIX
3



h

coordinates on Schedule H-5, page 1, were 0 to 1,000 (all the other Mohave water

district bill counts used 0 to 0). The next billing coordinates on the 5/8 inch

Residential Summary bill count were 1,001 to 2,000, and 2,001 to 3,000 etc.

(rather than 1,000 to 1,000, and 2,000 to 2,000 as contained on all the other

Mohave water district bill counts), The supporting 5/8 inch residential revenue bill

counts (Schedules H-4 and H-5, pages 1.1 through 1.3) had the correct billing

coordinates. Thus, the Residential 5/8 inch Summary resulted in more revenue than

actually generated from the individual bill counts, which are summarized

Schedule H-5. Thus, rather than the correct $2,648,370 in revenue at present rates,

the H-l Schedule, line l, contained $2,738,229 for the 5/8 inch Residential

Summary.

on

WHAT WAS THE PROBLEM WITH THE HAVASU WATER DISTRICT?

HOW HAVE YOU CORRECTED THE BILL COUNT SCHEDULES FOR

MOHAVE W ATER AND HAVASU W ATER TO REFLECT THE

CORRECTED PRESENT AND PROPOSED REVENUES?

The problem for Havasu Water was that the winter rates were not correctly

reflected in the present revenue calculations. Instead, the equation for the

revenues at present rates used the higher summer commodity rate of $1 .42 rather

than the correct winter commodity rate of $1 .31.

1

2

3

4

5

6

7

8

9

10

11

12 ~Q.

13 A .

14

15

16

1 7  IQ .

18

19

20 IA.

21

22

23

24

25

26

A line at the bottom of the Revised Schedule H-1 has been included to show the

difference in revenues at present and proposed rates, to account for the difference

in revenues. This additional line reconciles the bill count to the general ledger

revenues. At proposed rates, the balancing revenue, at present rates, is multiplied

by the percentage rate increase requested to derive the proposed revenue

u*

FENNEMORE CRAIG
A PROFESSIONAL CORPORATION

Puosmx
4
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1

2

3

4

5 IQ-

6

7 IA.

8

9

10 Q.

11

12 .A.

13

14 lm.

15 IQ.

16

17

18 IA.

19

20

21 IQ.

22

23 A.

24 Q.

25 A.

26

I am also submitting Revised Schedule H-2, pages 1 and 3 and Revised

Schedule H-4 for the Summary 2 inch commercial and Summary 5/8 residential

customers for Mohave water.

No other H Schedules need to be revised for the Havasu water district.

I s  T H E  C O MP A N Y  P R O P O S I N G  T o  C H A N G E

RATES?

No. Because these calculation errors inure to the benefit of the Company's

ratepayers, Arizona-American is not proposing further revenue increases. Instead,

the Company will simply ask for the rates sought in its original filing. 'Z

D0 THE COMPANY'S PRESENT REVENUES MATCH THE STAFF

COMPUTED REVENUES FOR THESE Two DISTRICTS?

Yes, with the above-discussed changes, the present revenue now matches the

Staff's revenue.

CAUSE OF SUFFICIENCY: MOHAVE WATER no. 9

STAFF ALSO CLAIMS THAT THE CERTAIN "Has SCHEDULES ARE

MISSING PRESENT AND PROP0SED RATES. W HAT HAS THE

COMPANY DONE To RESPOND To THIS FINDING?

For the Mohave water district Staff found that Schedule H-4, pages18, 19, 36, 44,

.54, 55, 56, 62 and 94 failed to include the present and proposed rates. Schedules

correcting this are attached hereto at Tab A.

Do ANY OF YOUR CHANGES AFFECT THE PRESENT OR PROPOSED

RATES As REFELECTED ON THE COMPANY'S SCHEDULE H-3?

No. .

DOES THAT CONCLUDE YOUR SUPPLEMENTAL TESTIMONY?

Yes.

THE PROPOSED

FENNEMORB CRAIG
A Pxorsssron/4. Conroknlon

PHOENIX

5
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Mohave Water
r

Arizona / American
Revenue Summary

At Present and Proposed Rates

Exhibit
Schedule H-1
Page 1
Witness:Kozo ran

Line
No.

Customer Classification
and/or

Meter Size
Present

Revenues
Proposed
Revenues

Dollar
Chanqe

Percent
Chanqe

Revised
Percent

of
Present
Water

Revenues

Percent
of

Proposed
Water

Revenues

$2,648,370
15,626

$3,009,277
17,752

360,907
2,127

13.63%
13.61%

60.90°/o
0.36%

61.08%
0.36%

14,500 16,470 1,970 13.58% 0.33% 0.33 °/o

94,231
44,888
16,223

248,296
17,645

162,922

107,111
51,020
18,449

282,265
20,057

185,235

12,880
6,132
2,226

33,969
2,412

22,313

13.67%
13.66%
13.72%

13.68%
13.67%
13.70%

2.17%
1.03%
0.37%
5.71%
0.41°/o
3.75°/o

2.17°/o
1.04%
0.37%

5.73%
0.41%
3.76°/o

80,529
26
74

91,595
30
84

11,067
4

10

13.74%
13.74%
13.74%

1.85%
0.00%
0.00%

1.86%
0.00%
0.00%

125,418
90,568
28,828

355,657
51,990

142,462
102,877
32,737

403,887
59,047

17,044
12,309
3,909

48,230
7,057

13.59%
13.59%
13.56%
13.56%
13.57%

2.88%
2.08% \
0.66%
8. 18%
1 .20°/o

2.89%
2.09%
0.66%
8.20%
1.20%

16,427
3,014
2,619
9,383

18,669
3,427
2,974

10,660

2,242
413
355

1,277

13.65%
13.70%
13.56%
13.61%

0.38%
0.07%
0.06%
0.22%

0.38°/o
0.07%
0.06%
0.22°/o

4,450
5,109
3,877

61,130
15,446
19,712
33,295

5,058
5,803
4,405

69,429
17,535
22,379
37,801

608
694
528

8,299
2,089
2,667
4,506

13.67%
13.59°/o
13.62%
13.58%
13.53%
13.53%
13.53%

0. 10°/o
0. 12%
0.09%
1 .41°/o
0.36%
0.45°/o
0.77°/o

0. 10°/o
0. 12%
0.09%
1 .41%
0.36%
0.45%
0.77%

264
4,554
1,539

588
180

14,489
108,705
48,141

$4,348,715

300
5,184
1,751

669
205

16,480
108,705
54,784

$4,926,576

36
630
212
81
25

1,991

13.67%
13.83°/o
13.78°/o
13.83%
13.80%
13.74%
0.00%

13.80%
13.29%

0.01%
0.10°/o
0.04%
0.01%
0.00%
0.33%
2.50%
1.11%

98.89%

0.01%
0.11%
0.04%
0.01%
0.00%
0.33%
2.21%
1.11%

98.89%

1

2

3 Residential 5/8 Inch
4 Residential 1 Inch
5 Residential 1.5 Inch
6 Residential 2 Inch
7
8 Residential Muti-family 5/8 Inch
9 Residential Muti-family 1 Inch
10 Residential Muti-family 1.5 Inch

11 Residential Muti-family 2 Inch
12 Residential Mutt-family 4 Inch
13 Residential Muti-family 6 Inch
14
15 Rio Water Residential 5/8 Inch
16 Rio Water Residential 1 Inch
17 Rio Water Residential 2 Inch
18
19 Commercial 5/8 Inch
20 Commercial 1 Inch
21 Commercial 1.5 Inch
22 Commercial 2 Inch
23 Commercial 3 Inch
24
25 Commercial Multi-Unit 5/8 Inch
26 Commercial Multi-Unit 1 Inch
27 Commercial Multi-Unit 1.5 Inch
28 Commercial Multi-Unit 2 Inch
29
30 Public Authority 58 Inch
31 Public Authority 1 Inch
32 Public Authority 1.5 Inch
33 Public Authority 2 Inch
34 Public Authority 3 Inch
35 Public Authority 4 Inch
36 Public Authority 6 Inch
37
38 Private Fire z Inch
39 Private Fire 4 Inch
40 Private Fire 6 Inch
41 Private Fire 8 Inch
42 Private Fire 10 Inch
43 Private Fire Hydrant
44 Miscellaneous Revenues
45 Difference Between Bill Count Rev. & G/L Rev.
46 Subtotal of Water Revenues

47

6,643
$ 577,860

.I



Arizona / American Mohave Water
Revenue Summary

Revenue Annualizations At Present and Proposed Rates

Exhibit
Schedule H~1
Page 2
Witness: Kozo ran

Line'
No.

Present
Revenues

Proposed
Revenues

Dollar
Chanqe

Percent
Chahqe

49,762
1,073

56,543
1,219

6,781
146

13.63%
13.61%

Revised
Additional

Gallons
Bills to be
to be Produced

Issued in 1:000's
19,964

507
2,662

24

(1,244) (1,413) (169) 13.60% (12) (748)

(515)
5

(1,693)
57

(277)
(13,893)

(1,923)
65

(315)
(15,799)

(230)
8

(38)
(1,907)

13.58%
13.62%
13.76°/o
13.72%

(9)
1

(8)
15

(10,652) (12,121) (1,469) 13.79% (9)

(1,854)

493

2,721
287
212

3,094
327
241

374
39
29

13.74%
13.74%
13.74%

111
11
9

1,326
138
99

z,096
3,184

z,381
3,617

285
433

13.59%
13.59%

78
60

1,038
1,603

10,608
2,711

12,047
3,079

1,439
368

13.56%
13.58%

62
10

5,973
1,436

3,966
42

4,504
48

538
6

13.57%
13.71%

6

1

2,185
9

(2,842) (3,231) (389) 13.68% (8) (688)

45 51 6 13.61°/o 1 21

13 .57°/o (0.23)(977)

(18)

(1,109)

(20)

(132)

(2) 13.83%

(6)

(3)

132 150 18 13.67% 44

1 Residential 5/8 Inch
2 Residential 1 Inch
3 Residential 1.5 Inch
4 Residential 2 Inch
5
6 Residential Muti-family 5/8 Inch
7 Residential Muti-family 1 Inch
8 Residential Muti-family 1.5 Inch
9 Residential Muti-family 2 Inch
10 Residential Muti-family4 Inch
11 Residential Mutt-family 6 Inch
12
13 Rio Water Residential 5/8 Inch
14 Rio Water Residential 1 Inch
15 Rio Water Residential 2 Inch
16
17 Commercial 5/8 Inch
18 Commercial 1 Inch
19 Commercial 1.5 Inch
20 Commercial 2 Inch
21 Commercial 3 Inch
22
23 Commercial Multi-Unit 5/8 Inch
24 Commercial Multi-Unit 1 Inch
25 Commercial Multi-Unit 1.5 Inch
26 Commercial Multi-Unit 2 Inch
27
28 Public Authority 58 Inch
29 Public Authority 1 Inch
30 Public Authority 1.5 Inch
31 Public Authority 2 Inch
32 Public Authority 3 Inch
33 Public Authority 4 Inch
34 Public Authority 6 Inch
35
36 Private Fire 2 Inch
37 Private Fire 4 Inch
38 private Fire 6 Inch
39 Private Fire 8 Inch
40 Private Fire 10 Inch
41 Private Fire Hydrant
42 Total Revenue Annualization
43 Revenues from Page 1
44 Totals

81
132

92
150

11
18

13.78%
13.83%

9

1 1

(95)
45,417

4,348,715
4,394,133

(108)
51,566

4,926,576
4,978,142

(13)
6,149

577,860
584,010

13.74%
13.54%
13.29%
13.29%

(12)
3,048

3,048

30,993

30,993
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Mohave WaterArizona / American
Bill Comparison
Customer Classification Rs 5/8 Inch Summary

Exhibit
Schedule H-4
Page 1
Witness: Kozo ran

1

Revised

Present
851

Present Rates:
$ 8.65

1,000
Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 999,999,999
Up to 999,999,999
Over 999,999,999

$
$
$
$

1.48
1.48
1.48
1.48

Proposed Rates:
Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 999,999,999
Up to 999,999,999
Over -

$ 9.84
1,000

$
$
$
$

1.68
1.68
1.68
1.68

8.65
8.65

10.13
11.61
13.09
14.57
16.05
17.53
19.01
20.49
21.97
23.45
24.93
26.41
27.89
29.37
30.85
32.33
33.81
35.29
36.77
38.25
39.73
41.21
42.69
44.17
45.65
47.13
48.61
50.09
51.57
53.05
54.53
56.01
57.49
58.97
60.45
61.93
63.41
64.89

Proposed

M
$ 9.84

9.84
11.52
13.20
14.88
16.56
18.24
19.92
21.60
23.28
24.96
26.64
28.32
30.00
31.68
33.36
35.04
36.72
38.40
40.08
41.76
43.44
45.12
46.80
48.48
50.16
51.84
53.52
55.20
56.88
58.56
60.24
61.92
63.60
65.28
66.96
68.64
70.32
72.00
73.68

Dollar
Increase
$ 1.19
$ 1.19
$ 1.39
$ 1.59
$ 1.79
$ 1.99
$ 2.19
$ 2.39
$ 2.59
$ 2.79
$ 2.99
$ 3.19
$ 3.39
$ 3.59
$ 3.79
$ 3.99
$ 4.19
$ 4.39
$ 4.59
$ 4.79
$ 4.99
$ 5.19
$ 5.39
$ 5.59
$ 5.79
$ 5.99
$ 6.19
$ 6.39
$ 6.59
$ 6.79
$ 6.99
$ 7.19
$ 7.39
$ 7.59
$ 7.79
$ 7.99
$ 8.19
$ 8.39
$ 8.59
$ 8.79

Percent
Increase

13.76%
13.76%
13.72%
13.70%
13.67%
13.66%
13.64%
13.63%
13.62%
13.62°/o
13.61°/o
13.60%
13.60%
13.59%
13.59%
13.59%
13.58%
13.58%
13.58%
13.57%
13.57%
13.57%
13.57%
13.56°/o
13.56%
13.56%
13.56%
13.56%
13.55%
13.56°/o
13.55%
13.55%
13.55%
13.55%
13.55%
13.55%
13.55%
13.55%
13.55%
13.55%

\

18.27 $ 20.76 $ z.49 13.63%

Usage

- $
1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000

.  9,000
10,000
11,000
12,000
13,000
14,000
15,000
16,000
17,000
18,000
19,000
20,000
21,000
22,000
23,000
24,000
25,000
26,000
27,000
28,000
29,000
30,000
31,000
32,000
33,000
34,000
35,000
36,000
37,000
38,000
39,000

Average Usage
7,500 $

Median Usage
7,000 $ 17.53 $ 19.92 $ 2.39 13.63%



Arizona / American
Bill Comparison
Customer Classification

Mohave Water

Rs B060 5/8 Inch

Exhibit
Schedule H~4
Page 18
Witness: Kozo ran
Revised

Present Percent
Increase

Units 60
Present Rates:

$519.00
60,000

Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 999,999,999
Up to 999,999,999
Over 999,999,999

$
$
$
$

1.48
1.48
1.48
1.48

Proposed Rates:
Monthly Minimum:
GallOns in Minimum
Charge Per 1,000 Gallons
UD to 999,999,999
Up to 999,999,999
Over -

$590.40
60,000

$
$
$
$

1168
1.68
1.68
1.68

M
519.00
519.00
519.00
519.00
519.00
519.00
519.00
519.00
519.00
519.00
519.00
519.00
519.00
519.00
519.00
519.00
519.00
519.00
519.00
519.00
519.00
669.96
665.52
646.28
684.76
763.20
690.68
687.72
854.96
760.24
693.64
662.56

Proposed

M
$590.40

590.40
590.40
590.40
590.40
590.40
590.40
590.40
590.40
590.40
590.40
590.40
590.40
590.40
590.40
590.40
590.40
590.40
590.40
590.40
590.40
761.76
756.72
734.88
778.56
867.60
785.28
781.92
971.76
864.24
788.64
753.36

Dollar
Increase
$ 71.40
$ 71.40
$ 71.40
$ 71.40
$ 71.40
$ 71.40
$ 71.40
$ 71.40
$ 71.40
$ 71.40
$ 71.40
$ 71.40
$ 71.40
$ 71.40
$ 71.40
$ 71.40
$ 71.40
$ 71.40
$ 71.40
$ 71.40
$ 71.40
$ 91.80
$ 91.20
$ 88.60
$ 93.80
$104.40
$ 94.60
$ 94.20
$116.80
$104.00
$ 95.00
$ 90.80

!

13.76%
13.76%
13.76%
13.76%.
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%.
13.70%
13.70%
13.71%
13.70%
13.68%
13.70%
13.70%
13.66%
13.68°/o
13.70%
13.70%

702.15 $798.30 $ 96.15 13.69%

Usage

$
1,000
z,000
3,000
4,000
5,000
6,000
7,000
8,000

»9,000
10,000
11,000
12,000
13,000
14,000
15,000
16,000
17,000
18,000
19,000
20,000

162,000
159,000
146,000
172,000
225,000
176,000
174,000
287,000
223,000
178,000
157,000

Average Usage
183,750 $

Median Usage
7,000 $ 519.00 $590.40 $ 71.40 13.76%



Arizona / American
Bill Comparison
CustOmer Classification

Mohave Water

RS B067 5/8 Inch

Exhibit
Schedule H-4
Page 19
Witness: Kozo ran
Revised

$ Units 67
Present Rates:

$579.55
67,000

I

Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 999,999,999
Up to 999,999,999
Over 999,999,999

$
$
$
$

1.48
1.48
1.48
1.48

Proposed Rates:
Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 999,999,999
Up to 999,999,999
Over -

$659.28
67,000

Present

M
579.55
579.55
579.55
579.55
579.55
579.55
579.55
579.55
579.55
579.55
579.55
579.55
579.55
579.55
579.55
579.55
579.55
579.55
579.55
998.39

1,029.47
953.99
993.95

1,116.79
1,014.67

970.27
980.63

1,048.71
1,082.75

882.95

Proposed

.IM
659.28
659.28
659.28
659.28
659.28
659.28
659.28
659.28
659.28
659.28
659.28
659.28
659.28
659.28
659.28
659.28
659.28
659.28
659.28

1,134.72
1,170.00
1,084.32
1,129.68
1,269.12
1,153.20
1,102.80
1,114.56
1,191.84
1,230.48
1,003.68

Dollar
Increase
$ 79.73
$ 79.73
$ 79.73
$ 79.73
$ 79.73
$ 79.73
$ 79.73
$ 79.73
$ 79.73
$ 79.73
$ 79.73
$ 79.73
$ 79.73
$ 79.73
$ 79.73
$ 79.73
$ 79.73
$ 79.73
$ 79.73
$136.33
$140.53
$130.33
$135.73
$152.33
$138.53
$132.53
$133.93
$143.13
$147.73
$120.73

Percent
Increase

13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.65%
13.65%
13.66%
13.66%
13.64%
13.65%
13.66°/o
13.66°/o
13.65%
13.64%
13.67%

$
$
$
$

1.68
1.68
1.68
1.68

$ 1,144.04 $ 137.44 13.65%

US8CI€
- $

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
11,000
12,000
13,000
14,000
15,000
16,000
17,000
18,000

350,000
371,000
320,000
347,000
430,000
361,000
331,000
338,000
384,000
407,000
272,000

'Average Usage
355,545 $ 1,006.60

Median Usage
7,000 $ 579.55 $ 659.28 $ 79.73 13.76%



Arizona / American
Bill Comparison
Customer Classification

Mohave Water

RS B006 2 Inch

Exhibit
Schedule H-4
Page 36
Witness: Kozo ran
REVISED

Percent
Increase

Units 6
Present Rates:
Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 999,999,999
Up to 999,999,999
Over 999,999,999

$ 51.90
6,000

$
$
$
$

1.48
1.48
1.48
1.48

Proposed Rates:
Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 999,999,999
Up to 999,999,999
Over -

$ 59.04
6,000

$
$
$
$

1.68
1.68
1.68
1.68

Present

M
51.90
51.90
51.90
51.90
51.90
51.90
51.90
53.38
54.86
56.34
57.82
59.30
60.78
62.26
63.74
65.22
66.70
68.18
69.66
71.14
72.62

173.26
174.74
176.22
177.70
179.18
180.66
182.14
183.62
185.10
186.58
188.06
189.54
205.82
455.94
263.54
229.50
196.94

Proposed

M
$ 59.04

59.04
59.04
59.04
59.04
59.04
59.04
60.72
62.40
64.08
65.76
67.44
69.12
70.80
72.48
74.16
75.84
77.52
79.20
80.88
82.56

196.80
198.48
200.16
201.84
203.52
205.20
206.88
208.56
210.24
211.92
213.60
215.28
233.76
517.68
299.28
260.64
223.68

Dollar
Increase
$ 7.14
$ 7.14
$ 7.14
$ 7.14
$ 7.14
$ 7.14
$ 7.14
$ 7.34
$ 7.54
$ 7.74
$ 7.94
$ 8.14
$ 8.34
$ 8.54
$ 8.74
$ 8.94
$ 9.14
$ 9.34
$ 9.54
$ 9.74
$ 9.94
$ 23.54
$ 23.74
$ 23.94
$ 24.14
$ 24.34
$ 24.54
$ 24.74
$ 24.94
$ 25.14
$ 25.34
$ 25.54
$ 25.74
$ 27.94
$ 61.74
$ 35.74
$ 31.14
$ 26.74

13.76%
13.76%
13.76%
13.76%
13.76%
13.76°/o
13.76%
13.75%
13.74%
13.74%
13.73%
13.73%
13.72%
13.72%
13.71°/0
13.71%
13.70%
13.70%
13.70%
13.69%
13.69°/o
13.59%
13.59%
13.59%
13.58%
13.58%
13.58%
13.58%
13.58°/o
13.58%
13.58%
13.58%
13.58%
13.57%
13.54%
13.56%
13.57%
13.58%

196.69 $223.40 $ 26.71 13.58°/o

Usage

$
1,000
2,000
3,000
4,000
5,000
6,000
7,000

0,000
.9,000

10,000
11,000
12,000
13,000
14,000
15,000
16,000
17,000
18,000
19,000
20,000
88,000
89,000
90,000
91,000
92,000
93,000
94,000
95,000
96,000
97,000
98,000
9.9,000

110,000
279,000
149,000
126,000
104,000

Average Usage
103,833 $

Median Usage
7,000 $ 53.38 $ 60.72 $ 7.34 13.75%

I



Arizona I American
Bill Comparison
Customer Classification

Mohave Water

RS B016 2 Inch

Exhibit.
Schedule H-4
.Page 44

Witness: Kozo ran
REVISED

16Units :
Present Rates:
Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 999,999,999
Up to 999,999,999
Over 999,999,999

$138.40
16,000

$
$
$
$

1.48
1.48
1.48
1.48

IProposed Rates:
Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 999,999,999
Up to 999,999,999
Over -

$157.44
16,000

$
$
$
$

1.68
1.68
1.68
1.68

Present
M
138.40
138.40
138.40
138.40
138.40
138.40
138.40
138.40
138.40
138.40
138.40
138.40
138.40
138.40
138.40
138.40
138.40
139.88
141.36
142.84
144.32
243.48
244.96
246.44
247.92
249.40
250.88
252.36
253.84
255.32
256.80
258.28
259.76
261.24
435.88
287.88
355.96
338.20
366.32
283.44
610.52
810.32
869.52
947.96

1,082.64
845.84
264.20
607.56

Proposed Dollar
M Increase

$157.44 $ 19.04
157.44 $ 19.04
157.44 $ 19.04
157.44 $ 19.04
157.44 $ 19.04
157.44 $ 19.04
157.44 $ 19.04
157.44 $ 19.04
157.44 $ 19.04
157.44 $ 19.04
157.44 4 19.04
157.44 $ 19.04
157.44 $ 19.04
157.44 $ 19.04
157.44 $ 19.04
157.44 $ 19.04
157.44 $ 19.04
159.12 $ 19.24
160.80 $ 19.44
162.48 $ 19.64
164.16 $19.84
276.72 $ 33.24
278.40 $ 33.44
280.08 $ 33.64
281.76 $ 33.84
283.44 $ 34.04
285.12 $ 34.24
286.80 $ 34.44
288.48 $ 34.64
290.16 $ 34.84
291.84 $ 35.04
293.52 $ 35.24
295.20 $ 35.44
296.88 $ 35.64
495.12 $ 59.24
327.12 $ 39.24
404.40 $ 48.44
384.24 $ 46.04
416.16 $ 49.84
322.08 $ 38.64
693.36 $ 82.84
920.16 $109.84
987.36 $117.84
# # # # # $128.44
# # # # # $146.64
960.48 $114.64
300.24 $ 36.04
690.00 $ 82.44

Percent
Increase

13.76%
13.76%
13.76%
13.76°/o
13.76°/o
13.76°/o
13.76%
13.76%
13.76°/o
13.76°/o
13.76%
13.76%
13.76%
13.76°/o
13.76%
13.76%
13.76%
13.75%
13.75%
13.75%
13.75%
13.65%
13.65%
13.65%
13.65%
13.65%
13.65%
13.65%
13.65%
13.65%
13.64%
13.64°/o.
13.64°/o
13.64°/o
13.59%
13.63%
13.61%
13.61%
13.61°/o
13.63%
13.57%
13.56°/o
13.55%
13.55%
13.54%
13.55%
13.64%
13.57%

255.85 $290.76 $ 34.91 13.65%

Usage

- $
1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
11,000
12,000
13,000
14,000
15,000
16,000
17,000
18,000
19,000
20,000
87,000
88,000
89,000
90,000
91,000
92,000
93,000
94,000
95,000
96,000
97,000
98,000
99,000

217,000
117,000
163,000
151,000
170,000
114,000
335,000
470,000
510,000
563,000
654,000
494,000
101,000
333,000

Average Usage
95,359 $

Median Usage
7,000 $ 138.40 $157.44 $ 19.04 13.76%



Mohave WaterArizona / American
Bill Comparison
Customer Classification RS B031 2 Inch

Exhibit
Schedule H-4
Page 54
Witness: Kozo ran
REVISED

Present

Units 31
Present Rates:

$268.15
31,000

(

Monthly Minimum:

Gallons in Minimum
Charge Per 1,000 Gallons
Up to 999,999,999
Up to 999,999,999
Over 999,999,999

$
$
$
$

1.48
1.48
1.48
1.48

Proposed Rates:
Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 999,999,999
Up to 999,999,999
Over -

$305.04
31,000

I

M
268.15
268.15
268.15
268.15
268.15
268.15
268.15
268.15
268.15
268.15
268.15
268.15
268.15
268.15
268.15
268.15
268.15
268.15
268.15
268.15
268.15
355.47
356.95
358.43
359.91
361.39
362.87
364.35
365.83
367.31
368.79
429.47
663.31
750.63
684.03
488.67
484.23
425.03

Proposed

M
$305.04

305.04
305.04
305.04
305.04
305.04
305.04
305.04
305.04
305.04
305.04
305.04
305.04
305.04
305.04
305.04
305.04
305.04
305.04
305.04
305.04
404.16
405.84
407.52
409.20
410.88
412.56
414.24
415.92
417.60
419.28
488.16
753.60
852.72
777.12
555.36
550.32
483.12

Dollar
Increase

$ 36.89
$ 36.89
$ 36.89
$ 36.89
$ 36.89
$ 36.89
$ 36.89
$ 36,89
$ 36.89
$ 36.89
$ 36.89
$ 36.89
$ 36.89
$ 36,89
$ 36.89
$ 36.89
$ 36.89
$ 36.89
$ 36.89
$ 36.89
$ 36.89
$ 48.69
$ 48.89
$ 49.09
$ 49.29
$ 49.49
$ 49.69
$ 49.89
$ 50.09
$ 50.29
$ 50.49
$ 58.69
$ 90.29
$102.09
$ 93.09
$ 66.69
$ 66.09
$ 58.09

Percent
Increase

13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.70%
13.70%
13.70%
13.70%
13.69%
13.69%
13.69%
13.69%
13.69°/o
13.69%
13.67%
13.61%
13.60%
13.61%
13.65%
13.65%
13.67%

$
$
$
$

1.68
1.68
1.68
1.68

494.84 $562.36 $ 67.52 13.65°/o

Usage

- $
1,000
2,000
3,000
4,000
5,000

6,000
7,000
8,000
9,000

10,000
11,000
12,000
13,000
14,000
15,000
16,000
17,000
18,000
19,000
20,000
90,000
91,000
92,000
93,000
94,000
95,000
96,000
97,000
98,000
99,000

140,000
298,000
357,000
312,000
180,000
177,000
137,000

Average Usage
184,167 $

Median Usage
7,000 $ 268.15 $305.04 $ 36.89 13.76%



Arizona / America n
Bill Comparison
Customer Classification

Mohave Water

RS B040 2 Inch

Exhibit
Schedule H-4
Page 55
Witness: Kozo ran
REVISED

Units 40
Present Rates:
Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 999,999,999
UD to 999,999,999
Over 999,999,999

$346.00
40,000

$
$
$
$

1.48
1.48
1.48
1.48

Proposed Rates:
Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 999,999,999
Up to 999,999,999
Over -

$393.60
40,000

$
$
$
$

1.68
1.68
1.68
1.68

\

Present

M
346.00
346.00
346.00
346.00
346.00
346.00
346.00
346.00
346.00
346.00
346.00
346.00
346.00
346.00
346.00
346.00
346.00
346.00
346.00
346.00
523.60
568.00
741.16
869.92

1,154.08
1,158.52

448.12
1,023.84

462.92
1,137.80

499.92
832.92
581.32
878.80
474.76
707.12

Proposed

_EM
$393.60

393.60
393.60
393.60
393.60
393.60
393.60
393.60
393.60
393.60
393.60
393.60
393.60
393.60
393.60
393.60
393.60
393.60
393.60
393.60
595.20
645.60
842.16
988.32

1,310.88
1,315.92

509.52
1,163.04

526.32
1,292.40

568.32
946.32
660.72
998.40
539.76
803.52

Dollar
Increase

$ 47.60
$ 47.60
$ 47.60
$ 47.60
$ 47.60
$ 47.60
$ 47.60
$ 47.60
$ 47.60
$ 47.60
$ 47.60
$ 47.60
$ 47.60
$ 47.60
$ 47.60
$ 47.60
$ 47.60
$ 47.60
$ 47.60
$ 47.60
$ 71.60
$ 77.60
$101.00
$118.40
$156.80
$157.40
$ 61.40
$139.20
$ 63.40
$154.60
$ 68.40
$113.40
$ 79.40
$119.60
$ 65.00
$ 96.40

Percent
Increase

13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.67%
13.66%
13.63°/o
13.61%
13.59%
13.59%
13.70%
13.60%
13.70%
13.59%
13.68%
13.61%
13.66%
13.61%
13.69%
13.63%

634.85 $721.48 $ 86.63 13.65%

Usage

- $
1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
11,000
12,000
13,000
14,000
15,000
16,000
17,000
18,000
19,000

160,000
190,000
307,000
394,000
586,000
589,000
109,000
498,000
119,000
575,000
144,000
369,000
199,000
400,000
127,000
284,000

Average Usage
235,167 $

Median Usage
7,000 $ 346.00 $393.60 $ 47.60 13.76%



Arizona / American
Bill Comparison
Customer Classification

Mohave Water

Rs B041 2

Exhibit
Schedule H-4
Page 56
Witness: Kozo ran
REVISED

PreSent

M

Percent
Increase

Units 41
Present Rates:
Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 999,999,999
Up to 999,999,999
Over 999,999,999

$354,65
41,000

$
$
$
$

1.48
1 .48
1.48
1 .48

Proposed Rates:
Monthly Minimum :
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 999,999,999
Up to 999,999,999
Over -

$403.44
41,000

354.65
354.65
354.65
354.65
354.65
354.65
354.65
354.65
354.65
354.65
354.65
354.65
354.65
354.65
354.65
354.65
354.65
354.65
354.65
581.09
653.61
615.13
695.05
554.45
576.65
619.57
643.25
606.25
693.57
641.77
900.77
644.73
884.49
666.93
779.41
834.17
715.77
822.33
758.69
854.89
668.41

Proposed

M
$403.44

403.44
403.44
403.44
403.44
403.44
403.44
403.44
403.44
403.44
403.44
403.44
403.44
403.44
403.44
403.44
403.44
403.44
403.44
660.48
742.80
699.12
789.84
630.24
655.44
704.16
731.04
689.04
788.16
729.36

1,023.36
732.72

1,004.88
757.92
885.60
947.76
813.36
934.32
862.08
971.28
759.60

Dollar
Increase
$ 48.79
$ 48.79
$ 48.79
$ 48.79
$ 48.79
$ 48.79
$ 48.79
$ 48.79
$ 48.79
$ 48.79
$ 48.79
$ 48.79
$ 48.79
$ 48.79
$ 48.79
$ 48.79
$ 48.79
$ 48.79
$ 48.79
$ 79.39
$ 89.19
$ 83.99
$ 94.79
$ 75.79
$ 78.79
$ 84.59
$ 87,79
$ 82.79
$ 94.59
$ 87.59
$122.59
$ 87.99
$120.39
$ 90.99
$106.19
$113.59
$ 97.59
$111.99
$103.39
$116.39
$ 91.19

13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76°/o
13.76°/o
13.76°/o
13.76%
13.76°/o
13.76%
13.76°/o
13.76%
13.66%
13.65%
13.65%
13.64%
13.67%
13.66%
13.65%
13.65%
13.66°/o
13.64%
13.65%
13.61%
13.65%
13.61%
13.64%
13.62%
13.62%
13.63%
13.62%
13.63%
13.61%
13.64%

$
$
$
$

1.68
1.68
1.68
1.68

\

705.72 $801.95 $ 96,23 13.64%

Usage

- $
1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
11,000
12,000
13,000
14,000
15,000
16,000
17,000
18,000

194,000
243,000
217,000
271,000
176,000
191,000
220,000
236,000
211,000
270,000
235,000
410,000
237,000
399,000
252,000
328,000
365,000
285,000
357,000
314,000
379,000
253,000

Average Usage
278,208 $

Median Usage
7,000 $ 354.65 $403.44 $ 48.79 13.76%



Mohave WaterArizona / American
Bill Comparison
Customer Classification RS B174 pInch

Exhibit
Schedule H-4
Page 62
Witness: Kozo ran
REVISED

Percent
Increase

Units 174
Present Rates:
Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 999,999,999
Up to 999,999,999
Over 999,999,999

$ 1,505.10
174,000

$
$
$
$

1.48
1.48
1.48
1.48

Proposed Rates:
Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 999,999,999
Up to 999,999,999
Over -

$ 1,712.16
174,000

$
$
$
$

1.68
1.68
1.68
1.68

J

Proposed

M
$ 1,712.16

1,712.16
1,712.16

1,712.16
1,712.16
1,712.16
1,712.16
1,712.16
1,712.16
1,712.16
1,712.16
1,712.16
1,712.16
1,712.16
1,712.16
1,712.16
1,712.16
1,712.16
1,712.16
1,712.16
1,712.16
1,712.16
1,712.16
1,712.16
1,712.16
1,712.16
1,712.16
1,712.16
1,712.16
1,712.16
1,712.16
1,712.16
1,712.16
1,712.16
1,712.16
1,712.16
1,712.16
1,712.16
1,712.16
1,712.16
1,712.16
1,712.16

Dollar
Increase
$207.06
$207.06
$207.06
$207.06
$207.06
$207.06
$207.06
$ 207.06
$207.06
$ 207.06
$ 207.06
$ 207.06
$207.06
$207.06
$207.06
$207.06
$207.06
$207.06
$207.06
$207.06
$ 207.06
$207.06
$ 207.06
$207.06
$207.06
$207.06
$ 207.06 .
$ 207.06'
$207.06
$207.06
$207.06
$207.06
$207.06
$207.06
$207.06
$207.06
$207.06
$207.06
$207.06
$ 207.06
$207.06
$207.06

13.76%
13.76%
13.76%
13.76%
13.76%
13.76°/o
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76°/o
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76%
13.76°/o
13.76%
13.7.60/0
13.76%
13.76%
13.76°/o
13.76%
13.76%
13.76%
13.76°/o

$ 1,712.16 $ 207,06 13.76%

Present
Usage M

.. $ 1,505.10
1,000 1,505.10
2,000 1,505.10
3,000 1,505.10
4,000 1,505.10
5,000 1,505.10
6,000 1,505.10
7,000 1,505.10
8,000 1,505.10
9,000 1,505.10

10,000 1,505.10
11,000 1,505.10
12,000 1,505.10
13,000 1,505.10
14,000 1,505.10
15,000 1,505.10
16,000 1,505.10
17,000 1,505.10
18,000 1,505.10
19,000 1,505.10
20,000 1,505.10
21,000 1,505.10
22,000 1,505.10
23,000 1,505.10
24,000 1,505.10
25,000 1,505.10
26,000 1,505.10
27,000 1,505.10
28,000 1,505.10
29,000 1,505.10
30,000 1,505.10
31,000 1,505.10
32,000 1,505.10
33,000 1,505.10
34,000 1,505.10
35,000 1,505.10
36,000 1,505.10
37,000 1,505.10
38,000 1,505.10
39,000 1,505.10
40,000 1,505.10
41,000 1,505.10

Average Usage
17,400 $ 1,505.10

Median Usage
7,000 $ 1,505.10 $ 1,712.16 $207.06 13.76%



Arizona / American
Bill Comparison
Customer Classification

Mohave Water

CM Summary 2 Inch

Exhibit
Schedule H-4
Page 92
Witness: Kozo ran
Revised

Usage

Present Rates:
Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 999,999,999
Up to 999,999,999
Over 999,999,999

$ 30.00
1,000

$
$
$
$

1.48
1.48
1.48
1.48

Proposed Rates:
Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 999,999,999
Up to 999,999,999
Over -

$ 34.14
1,000

Present

M
30.00
30.00
31.48
32.96
34.44
35.92
37.40
38.88
40.36
41.84
43.32
44.80
46.28
47.76
49.24
50.72
52.20
53.68
55.16
56.64
58.12

752.24
772.96
774.44
780.36
804.04
820.32

Proposed

M
$ 34.14

34.14
35.82
37.50
39.18
40.86
42.54
44.22
45.90
47.58
49.26
50.94
52.62
54.30
55.98

57.66
59.34
61.02
62.70
64.38
66.06

853.98
877.50
879.18
885.90
912.78
931.26

Dollar
Increase
$ 4.14
$ 4.14
$ 4.34
$ 4.54
$ 4.74
$ 4.94
$ 5.14
$ 5.34
$ 5.54
$ 5.74
$ 5.94
$ 6.14
$ 6.34
$ 6.54
$ 6.74
$ 6.94
$ 7.14
$ 7.34
$ 7.54
$ 7.74
$ 7.94
$ 101.74
$104.54
$ 104.74
$ 105.54
$ 108.74
$ 110.94

Percent
Increase

13.80%
13.80%
13.79%
13.77%
13.76%
13.75%
13.74%
13.73%
13.73%
13.72%
13.71%
13.71%
13.70%
13.69%
13.69%
13.68°/o
13.68%
13.67%
13.67%
13.67%
13.66%
13.52%
13.52%
13.52%
13.52%
13.52%
13.52%

$
$
$
$

1.68
1.68
1.68
1.68

181.81 $206.47 $ 24.66 13.56% 1/

- $
1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
11,000
12,000
13,000
14,000
15,000
16,000
17,000
18,000
19,000
20,000

489,000
503,000
504,000
508,000
524,000
535,000

Average Usage
103,576 $

Median Usage
7,000 $ 38.88 $ 44.22 $ 5.34 13.73%



Arizona / American
Bill Comparison
Customer Classification

Mohave Water

PA BAMI 5/8 Inch

Exhibit
Schedule H -4
Page 94
Witness: Kozo ran
REVISED

Present

M

Present Rates:
Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 999,999,999
Up to 999,999,999
Over 999,999,999

$ 8.65
1,000

$
$
$
$

1.48
1.48
1.48
1.48

Proposed Rates:
Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 999,999,999
Up to 999,999,999
Over 999,999,999

$ 9.84
1,000

8.65
8.65

10.13
11.61
13.09
14.57
16.05
17.53
19.01
20.49
21.97
23.45
24.93
26.41
27.89
29.37
30.85
32.33
33.81
35.29
36.77
38.25
39.73
41.21

Proposed

M
$ 9.84

9.84
11.52
13.20
14.88
16.56
18.24
19.92
21.60
23.28
24.96
26.64
28.32
30.00
31.68
33.36
35.04
36.72
38.40
40.08
41.76

"43_44
45.12
46.80

Dollar
Increase
$ 1.19

1.19
1.39
1.59
1.79
1.99
2.19
2.39
2.59
2.79
2.99
3.19
3.39
3.59
3.79
3.99
4.19
4.39
4.59
4.79
4.99
5.19
5.39
5.59

Percent
Increase

13.76%
13.76°/o
13.72%
13.70%
13.67%
13.66%
13.64%
13.63%
13.62%
13.62%
13.61%
13.60%
13.60%
13.59%
13.59%
13.59%
13.58%
13.58°/o
13.58%
13.57%
13.57%
13.57%
13.57%
13.56%

$
$
$
$

1.68
1.68
1.68
1.68

12.69 14.43 1.74 13.68°/o

Usage

- $
1,000
42,000

3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
11,000
12,000
13,000
14,000
15,000
16,000
17,000
18,000
19,000
20,000
21,000
22,000
23,000

Average Usage
3,731

Median Usage
7,000 17.53 19.92 2.39 13.63%

¢
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INTRODUCTION

WHAT Is THE PURPOSE OF THIS SUPPLEMENT TO YOUR DIRECT

TESTIMONY?

The purpose of this supplemental testimony is to respond to Staffs List of Items

Causing the Fil ing to be Insufficient dated December 23, 2002 ("Staff

Insufficiency Finding"). In addition, the Company is concurrently fi l ing

supplements to the direct testimony of David P. Stephenson and Thomas Bourassa

in response to the Staff Insufficiency Finding.

HOW WILL YOUR SUPPLEMENTAL TESTIMONY BE ORGANIZED?

Specifically, in this testimony, I address only one of Staff's expressed reasons for

insufficiency-its finding that Schedule H-4 for the Agua Fria water district fails

to identify present and proposed rates on certain pages.

HAVE you MADE ANY CHANGES As A RESULT OF STAFF'S

FINDINGS?

Yes, and where appropriate revised schedules are attached hereto at Tab A. I wish

to point out, however, that none of the changes effect the plant in service, rate

base, and/or the revenue requirement in this case.

11. CAUSE OF INSUFFICIENCY: AGUA FRIA WATER DISTRICT ITEM
NUMBER 6

1 1.

2 Q.

3

4 A.

5

6

7

~8

9 Q.

10 A.

11

12

13 Q-

14

15 A .

16

17

18

19

20 Q-

21

22

23 IA.

24

25

26

RATES.

FINDING?

-For the Agua Fria water dish°ict Staff found that Schedule H-4, pages 8, 9, 10, ll,

13 and 17 failed to include the present and proposed rates. Schedules correcting

this are attached hereto.

STAFF CLAIMS THAT CERTAIN CCH" SCHEDULES FOR THE AGUA

FRIA WATER DISTRICT ARE MISSING PRESENT AND PROPOSED

WHAT HAS THE COMPANY DONE TO RESPDND To THIS

FENNEMORE CRAIG
A PnorF$sIonAL CORPORATION

PHOENIX
1

I
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Q. DO ANY OF YOUR CHANGES AFFECT THE PRESENT OR PROPOSED

R.ATES/REVENUES AS REFLECTED ON THE COMPANY'S

SCHEDULES H-1 AND H-2?

No.

DOES THAT CONCLUDE YOUR SUPPLEMENTAL TESTIMONY?

1

2

3

4 IA.

5 IQ.

6 IA.
7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Yes.

FBNNEMORE CRAIG
A PROFESSIONAL CORPORATION

PHOENIX
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Arizona American - Agua Fria
Bill Comparison
Customer Classification AWCL 34 Inch

Exhibit
Schedule H-4
Page 8
Witness: Kozo ran
REVISED

Present

M
Percent

Increase

Present Rates:

$ 15.00Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 8,000
Up to 99,999,998
Over 99,999,999

$
$
$
$

1.78
2.24
2.24
2.24

$ 16.14

Proposed Rates:
Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 8,000
Up to 99,999,999
Over 100,000,000

15.00
16.78
18.56
20.34
22.12
23.90
25.68
27.46
29.24
31.48
33.72
35.96
38.20
40.44
42.68
44.92
47.16
49.40
51.64
53.88
56.12
58.36
60.60
62.84
65.08
67.32
69.56
71.80
74.04
76.28
78.52
80.76
83.00
85.24
87.48

Proposed

M
$ 16.14

18.05
19.96
21.87
23.78
25.69
27.60
29.51
31.42
33.83
36.24
38.65
41.06
43.47
45.88
48.29
50.70
53.11
55.52
57.93
60.34
62.75
65.16
67.57
69.98
72.39
74.80
77.21
79.62
82.03
84.44
86.85
89.26
91.67
94.08

Dollar
Increase
$ 1.14
$ 1.27
$ 1.40
$ 1.53
$ 1.66
$ 1.79
$ 1.92
$ 2.05
$ 2.18
$ 2.35
$ 2.52
$ 2.69
$ 2.86
$ 3.03
$ 3.20
$ 3.37
$ 3.54
$ 3.71
$ 3.88
$ 4.05
$ 4.22
$ 4.39
$ 4.56
$ 4.73
$ 4.90
$ 5.07
$ 5.24
$ 5.41
$ 5.58
$ 5.75
$ 5.92
$ 6.09
$ 6.26
$ 6.43
$ 6.60

7.60%
7.57%
7.54%
7.52%
7.50%
7.49%
7.48%
7.47%
7.46%
7.47%
7.47%
7.48%
7.49°/o
7.49%
7.50%
7.50%
7.51%
7.51%
7.51%
7.52%
7.5z%
7.52%
7.52%
7.53%
7.53%
7.53%
7.53%
7.53%
7.54%
7.54%
7.54%
7.54%
7.54%
7.54%
7.54%

$
$
$
$

1.91
2.41
2.41
2.41

44.90 $ 48.26 $ 3.37 7.50%

Usage

- fa
1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
11,000
12,000
13,000
14,000
15,000
16,000
17,000
18,000
19,000
20,000
21,000
22,000
23,000
24,000
25,000
26,000
27,000
28,000
29,000
30,000
31,000
32,000
33,000
34,000

Average Usage
14,989 $

Median Usage
2,000 $ 18.56 $ 19.96 $ 1.40 7.54%
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Arizona American - Agua Fria
Bill Comparison
Customer Classification AWCL 1 Inch

Exhibit
Schedule H-4
Page 9
Witness: Kozo ran
REVISED

Present

LM

Percent
Increase

Present Rates:
$ 25.00Monthly Minimum:

Gallons in Minimum
Charge Per 1,000 Gallons
Up to 8,000
Up to 99,999,998
Over 99,999,999

$
$
$
$

1.78
2.24
2.24
2.24

$ 26.90
Proposed Rates:
Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 8,000
Up t o 99,999,999
Over 100,000,000

25.00
26.78
28.56
30.34
32.12
33.90
35.68
37.46
39.24
41.48
43.72
45.96
48.20
50.44
52.68
54.92
57.16
59.40
61.64
63.88
66.12
68.36
70.60
72.84
75.08
77.32
79.56
81.80
84.04
86.28
88.52
90.76
93.00
95.24

Proposed

M
$ 26.90

28.81
30.72
32.63
34.54
36.45
38.36
40.27
42.18
44.59
47.00
49.41
51.82
54.23
56.64
59.05
61,46
63.87
66.28
68.69
71.10
73.51
75.92
78.33
80.74
83.15
85.56
87.97
90.38
92.79
95.20
97.61

100.02
102.43

Dollar
Increase
$ 1.90
$ 2.03
$ 2.16
$ 2.29
$ 2.42
$ 2.55
$ 2.68
$ 2.81
$ 2.94
$ 3.11
$ 3.28
$ 3.45
$ 3.62
$ 3.79
$ 3.96
$ 4.13
$ 4.30
$ 4.47
$ 4.64
$ 4.81
$ 4.98
$ 5.15
$ 5.32
$ 5.49
$ 5.66
$ 5.83
$ 6.00
$ 6.17
$ 6.34
$ 6.51
$ 6.68
$ 6.85
$ 7.02
$ 7.19

7.60%
7.58%
7.56%
7.55%
7.53%
7.52°/0
7.51%
7.50%
7.49%
7.50%
7_500/0
7.51%
7.51%
7.51%
7.52%
7.52%
7.52%
7.53%
7.53%
7.53%
7.53%
7.53%
7.54%
7.54%
7.54%
7.54%
7.54°/o
7 . 54%
7.54°/o
7.55%
7.55%
7_550/0
7.55%
7.55%

$
$
$
$

1.91
2.41
2.41
2.41

72.44 $ 77.90 $ 5.46 7.54%
r

Usage

- $
1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
11,000
12,000
13,000
14,000
15,000
16,000
17,000
18,000
19,000
20,000
21,000
22,000
23,000
24,000
25,000
26,000
27,000
28,000

29,000

30,000
31,000
32,000

33,000

Average Usage
22,823 $

Median Usage
9,000 $ 41.48 $ 44.59 $ 3.11 7.50%
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Arizona American - Agua Fria
Bill Comparison
Customer Classification AWCL 1.5 Inch

Exhibit
Schedule H-4
Page 10
Witness: Kozo ran
REVISED

Present

M

Percent
Increase

Present Rates:
$ 53,00Monthly Minimum:

Gallons in Minimum
Charge Per 1,000 Gallons
Up to 8,000
Up to 99,999,998
Over 99,999,999

$
$
$
$

1.78
2.24
2.24
2.24

$ 57.02
Proposed Rates:
Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 8,000
Up to 99,999,999
Over 100,000,000

$
$
$
$

1.91
2.41
2.41
2.41

53.00
54.78
56.56
58.34
60.12
61.90
63.68
65.46
67.24
69.48
71.72
73.96
76.20
78.44
80.68
82.92
85.16
87.40
89.64
91.88
94.12
96.36
98.60

100.84
103.08
105.32
107.56
109.80
112.04
114.28
116.52
118.76
121.00
123.24
125.48
127.72
129.96
132.20
134.44
136.68
138.92
141.16

Proposed

M
$ 57.02

58.93
60.84
62.75
64.66
66.57
68.48
70.39
72.30
74.71
77.12
79.53
81.94
84.35
86.76
89.17
91.58
93.99
96.40
98.81

101.22
103.63
106.04
108.45
110.86
113.27
115.68
118.09
120.50
122.91
125.32
127.73
130.14
132.55
134.96
137.37
139.78
142.19
144.60
147.01
149.42
151.83

Dollar
Increase
$ 4.02
$ 4.15
$ 4.28
$ 4.41
$ 4.54
$ 4.67
$ 4.80
$ 4.93
$ 5.06
$ 5.23
$ 5.40
$ 5.57
$ 5.74
$ 5.91
$ 6.08
$ 6.25
$ 6.42
$ 6.59
$ 6.76
$ 6.93
$ 7.10
$ 7.27
$ 7.44
$ 7.51
$ 7.78
$ 7.95
$ 8.12
$ 8.29
$ 8.46
$ 8.63
$ 8.80
$ 8.97
$ 9.14
$ 9.31
$ 9.48
$ 9.65
$ 9.82
$ 9.99
$ 10.16
$ 10.33
$ 10.50
$ 10.67

7.58%
7.58%
7.57%
7.56%
7.55%
7.54%
7.54%
7.53%
7.53%
7.53%
7.53%
7.53%
7.53%
7.53%
7.54%
7.54%
7.54%
7.54%
7.54%
7.54%
7.54%
7.54%
7.55%
7.55%
7.55%
7.55%
7.55%
7.55%
7.55%
7.55%
7.55%
7.55%
7.55%
7.55%
7.55%
7.56°/0
7.56%
7.56%
7.56%
7.56%
7.56%
7.56°/0

249.56 $268.46 $ 18.90 7.57%

Usage

- $
1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
11,000
12,000
13,000
14,000
15,000
16,000
17,000
18,000
19,000
20,000
21,000
22,000
23,000
24,000
25,000
26,000
27,000
28,000
29,000
30,000
31,000
32,000

33,000
34,000
35,000
36,000
37,000
38,000 1
39,000
40,000
41,000

Average Usage
89,393 $

Median Usage
62,000 $ 188.20 $202.44 $ 14.24 7.57%
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Arizona American - Agua Fria
Bill Comparison
Customer Classification AWCL 2 Inch

Exhibit
Schedule H-4
Page 11
Witness: Kozo ran
REVISED

Present

M

Proposed

M
$ 86.07

Percent
Increase

Present Rates:
Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 8,000
UD to 99,999,998
Over 99,999,999

80.00
81.78
83.56
85.34
87.12
88.90
90.68
92.46
94.24
96.48
98.72

100.96
103.20
105.44
107.68
109.92
112.16
114.40
116.64
118.88
121.12
210.72
212.96
215.20
217.44
219.68
221.92
224.16
226.40
228.64
230.88
233.12
235.36
237.60
239.84
242.08
244.32
246.56
248.80
251.04
253.28
255.52
257.76
260.00
262.24
264.48
266.72
268.96
271.20
273.44
275.68
277.92

87.98
89.89
91.80
93.71
95.62
97.53
99.44

101.35
103.76
106.17
108.58
110.99
113.40
115.81
118.22
120.63
123.04
125.45
127.86
130.27
226.67
229.08
231.49
233.90
236.31
238.72
241.13
243.54
245.95
248.36
250.77
253.18
255.59
258.00
260.41
262.82
265.23
267.64
270.05
272.46
274.87
277.28
279.69
282.10
284.51
286.92
289.33
291.74
294.15
296.56
298.97

Dollar
Increase
$ 6.07
$ 6.20
$ 6.33
$ 6.46
$ 6.59
$ 6.72
$ 6.85
$ 6.98
$ 7.11
$ 7.28
$ 7.45
$ 7.62
$ 7.79
$ 7.96
$ 8.13
$ 8.30
$ 8.47
$ 8.64
$ 8.81
$ 8.98
$ 9.15
$ 15.95
$ 16.12
$ 16.29
$ 16.46
$ 16.63
$ 16.80
$ 16.97
$ 17.14
$ 17.31
$ 17.48
$ 17.65
$ 17.82
$ 17.99
$ 18.16
$ 18.33
$ 18.50
$ 18.67
$ 18.84
$ 19.01
$ 19.18
$ 19.35
$ 19.52
$ 19.69
$ 19.86
$ 20.03
$ 20.20
$ 20.37
$ 20.54
$ 20.71
$ 20.88
$ 21.05

7.59%
7.58%
7.58%
7.57%
7.56%
7.56%
7.55%
7.55%
7.54%
7.55%
7.55%
7.55%
7.55%
7.55%
7.55%
7.55%
7.55%
7.55%
7.55%
7.55%
7.55%
7.57%
7.57%
7.57%
7.57%
7.57%
7.57%
7.57%
7.57%
7.57%
7.57%
7.57%
7.57%
7.57%
7.57%
7.57%
7.57%
7.57%
7.57%
7.57%
7.57%
7.57%
7.57%
7.57%
7.57%
7.57%
7.57%
7.57%
7.57%
7.57%
7.57%
7.57%

Proposed Rates:
Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 8,000
Up to 99,999,999
Over 100,000,000

356.66 $383.68 $ 27.03 7.58%

Usage

- $
1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
11,000
12,000
13,000
14,000
15,000
16,000
17,000
18,000
19,000
20,000
60,000
61,000
62,000
63,000
64,000
65,000
66,000
67,000
68,000
69,000
70,000
71,000
72,000
73,000
74,000
75,000
76,000
77,000
78,000
79,000
80,000
81,000
82,000
83,000
84,000
85,000
86,000
87,000
88,000
89,000
90,000

Average Usage
125,151 $

Median Usage
34,000 $ 152.48 $164.01 $ 11.53 7.56%
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Arizona American - Agua Fria
Bill Comparison
Customer Classification AWCL 6 Inch

Exhibit
Schedule H-4
Page 13
Witness: Kozoma n
REVISED

Percent
Increase

$
Present Rates:

$400.00Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 8,000
Up to . 99,999,998
Over 99,999,999

$
$
$
$

1.78
2.24
2.24
2.24

$430.34
Proposed Rates:
Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 8,000
Up to 99,999,999
Over 100,000,000

Present

M
400.00
401.78
403.56
405.34
407.12
408.90
410.68
412.46
414.24
416.48
418.72
420.96
423.20
425.44
427.68
429.92
432.16
434.40
436.64
438.88
441.12

6,238.24
6,466.72
6,511.52
7,091.68
7,223.84
7,848.80
8,135.52
8,422.24
8,773.92
9,699.04

10,066.40
11,336.48
13,697.44

Proposed

3 4
430.34
432.25
434.16
436.07
437.98
439.89
441.80
443.71
445.62
448.03
450.44
452.85
455.26
457.67
460.08
462.49
464.90
467.31
469.72
472.13
474.54

6,711.62
6,957.44
7,005.64
7,629.83
7,772.02
8,444.41
8,752.89
9,061.37
9,439.74

10,435.07
10,830.31
12,196.78
14,736.92

Dollar
If1CI'€3SQ
$ 30.34

30.47
30.60
30.73
30.86
30.99
31.12
31.25
31.38
31.55
31.72
31.89
32.06
32.23
32.40
32.57
32.74
32.91
33.08
33.25
33.42

473.38
490.72
494.12
538.15
548.18
595.61
617.37
639.13
665.82
736.03
763.91
860.30

1,039.48

7.58%
7.58%
7.58%
7.58%
7.58%
7.58%
7.58%
7.58%
7.58%
7.58%
7.58%
7.58%
7.58%
7.58%
7.58%
7.58%
7.58%-
7.58%
7.58%
7.58%
7.58%
7.59%
7.59%
7.59%
7.59%
7.59%
7.59%
7.59%
7.59%
7.59%
7.59%
7.59%
7.59%
7.59%

$
$
$
$

1.91
2.41
2.41
2.41

4,465.18 4,804.00 338.82 7.59%

Usaqe

- $
1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
11,000
12,000
13,000
14,000
15,000
16,000
17,000
18,000
19,000
20,000

2,608,000
2,710,000
2,730,000
2,989,000
3,048,000
3,327,000
3,455,000
3,583,000
3,740,000
4,153,000
4,317,000
4,884,000
5,938,000

Average Usage
1,816,455

Median Usage
1,763,000 4,345.44 4,675.17 329.73 7.59%

\
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Arizona American - Agua Fria
Bill Comparison
Customer Classification Public Interruptible 8 Inch

Exhibit
Schedule H-4
Page 17
Witness: Kozo ran
REVISED

Usacle

Present
Bill

Proposed
Bill

Dollar
Increase

Percent
Increase

$ $ Present Rates:
Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons
UD to 99,999,999
Up to 99,999,999
Over 99,999,999

$

$
$
$
$

1.00
1.00
1.00
1.00

Proposed Rates:
Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 99,999,999
Up to 99,999,999
Over 99,999,999

$

$
$
$
$

1.00
1.00
1.00
1.00

1.00
2.00
3.00
4.00
5.00
6.00
7.00
8.00
9.00

10.00
11.00
12.00
13.00
14.00
15.00
16.00
17.00
18.00
19.00
20.00

1,142.00
1,397.00
2,330.00
3,345.00
6,530.00
6,815.00
6,935.00
8,300.00
9,130.00

11,090.00
11,305.00

$ 1.00
2.00
3.00
4.00
5.00
6.00
7.00
8.00
9.00

10.00
11.00
12.00
13.00
14.00
15.00
16.00
17.00
18.00
19.00
20.00

1,142.00
1,397.00
2,330.00
3,345.00
6,530.00
6,815.00
6,935.00
8,300.00
9,130.00

11,090.00
11,305.00

0.00%
0.00%
0.00%0
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%

$ 1,995.25 $ 1,995.25 $ 0.00%

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
11,000
12,000
13,000
14,000
15,000
16,000
17,000
18,000
19,000
20,000

1,142,000
1,397,000
2,330,000
3,345,000

6,530,000
6,815,000
6,935,000
8,300,000
9,130,000

11,090,000
11,305,000

Average Usage
1,995,250

Median Usage
157,500 $ 157.50 $ 157.50 $ o. 00%
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t

1.

Q-

INTRODUCTION

WHAT Is THE PURPOSE OF THIS SUPPLEMENT TO YOUR DIRECT

TESTIMONY?

The purpose of this supplemental testimony is to respond to Staff's List of Items

Causing the Filing to be Insufficient dated January 13, 2003 ("Staff Insufficiency

Finding"). In addition, the Company is concurrently filing supplements to the

direct testimony of David P. Stephenson and Thomas Bourassa in response to the

Staff insufficiency Finding.

1
2
3
4 A.

5
6
7
8
9 HOW WILL YOUR SUPPLEMENTAL TESTIMONY BE ORGANIZED?

In this testimony, I address Staff's expressed concerns over the application for the

Tubac water district. Specifically, I address one of the reasons Staff has concluded

that the tilings for this district is insufficient as identified consistent with the

numbering in the Staff Insufficiency Finding. Those i tems in the Staff

Insufficiency Finding not covered in my supplemental testimony are addressed by

either Mr. Stephenson or Mr. Bourassa.

HAVE you MADE ANY CHANGES AS A RESULT OF STAFF'S

FINDINGS? .

Yes, and revised schedules are attached hereto at Tab A. I wish to point out,

however, that none of the changes affect the plant in service, rate base, and/or the

revenue requirement in this case.

CAUSE OF INSUFFICIENCY: TUBAC WATER DISTRICT NO. 6.

STAFF CLAIMS THAT CERTAIN SCHEDULES ARE MISSING

PRESENT AND PROPOSED RATES. WHAT HAS THE COMPANY

DONE TO RESPOND TO THIS FINDING?

GCH"

IQ.
10 IA.

11

12

13

14

15

16 Q-

17

18 IA.

19

20
21 II.

22 IQ.

23

24
25 A.

26

Staff states that Schedule H-4, page 10 (bill comparison for the 3 inch commercial

customer), and one-step Schedule H-4 pages l and 2 (bill comparison for the 5/8

FENNEMORE CRAIG
A PROFESSIONAL CORPORATION

PHOENIX

1



inch and 1 inch residential customers) do not include the present and proposed

rates. Revised schedules reflecting the present and proposed rates are attached

hereto at Tab A.

Q- HAVE ANY OF YOUR CHANGES AFFECTED THE PRESENT OR

PROPOSED RATES/REVENUES AS REFELECTED ON THE

COMPANY'S SCHEDULES H-1 AND H-2?

No.

Q- DoEs THAT CONCLUDE YOUR TESTIMONY?

1

2

3

4

5

6
7 A.

8
9 A.

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Yes.

FENNHMGRE CRAIG
A PROFESSIONAL CORPORATION

PHOENIX
2
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Arizona American - Tubae

Bill Comparison

Customer Classification TWCL 3 Inch

Exhibit
Schedcule H-4
Page 10
Witness: Kozo ran
REVISED

Present

M

Present Rates:
$ 90.00Monthly Minimum:

Gallons in Minimum
Charge Per 1,000 Gallons
Up to 8,000
Up to . 999,999,999
Over 1,000,000,000

$
$
$
$

1.66
2.04
2.04
2.04

$ 167.59
Proposed Rates:
Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 8,000
Up to 999,999,999
Over 1,000,000,000

n o

90.00
91.66
93.32

94.98

96.64

98.30

99.96

101.62
103.28
105.32
107.36
109.40
111.44
113.48

115.52

117.56

119.60

121.64

123.68
125.72
127.76
129.80
131.84
133.88
135.92

137.96
140.00

142.04

144.08

146.12
148.16
150.20

Proposed
M

$ 167.59
170.68
173.77
176.86
179.95
183.04
186.13
189.22
192.31
196.10
199.89
203.68
207.47
211.26
215.05
218.84
222.63
226.42
230.21
234.00
237.79
241.58
245.37
249.16
252.95
256.74
260.53
264.32
268.11
271.90
275.69
279.48

Dollar
Increase
.$ 77.59
$ 79.02

$ 80.45

$ 81.88

$ 83.31

$ 84..74

$ 86.17

$ 87.60
$ 89.03
$ 90.78
$ 92.53
$ 94.28
$ 96.03
$ 97.78

$ 99.53

$ 101.28

$103.03

$ 104.78

$ 106.53
$ 108.28

$ 110.03
$ 111.78
$ 113.53
$ 115.28

$ 117.03
$ 118.78

$ 120.53

$ 122.28

$124.03

$ 125.78
$ 127.53
$ 129.28

Percent
Increase

86.21%
86.21%
86.2.1%
86.21%
86.21°/o
86.21°/o
86.20°/o
86.20%
86.20%
86.19%
86.19°/o
86.18%
86.17°/o
86. 15%
86.16%
86.15%
86.15%
86.14%
86. 13%
86.13°/o
86.12°/o
86.12%
86. 11°/o
86. 11%
86. 10%
86. 10°/0
86.09%
86.09%
86.08%
86.08%
86.08%
86.07%

$
$
$
$

3.09
3.79
3.79
3.79

133.54 $248.53 $114.99 86.11°/o

Usage

- $
1,000

2,000

3,000

4,000

5,000

6,000
7,000

.8,000
9,000

10,000
11,000
12,000
13,000

14,000

15,000

16,000

17,000

18,000
19,000
20,000
21,000
22,000
23,000
24,000

25,000
26,000
27,000

28,000
29,000
30,000
31,000

Average Usage
22,833 $

Median Usage
6,000 $ 99.96 $186.13 $ 86.17 86.20°/o
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Arizona American - Tubac
Bill Comparison
Customer Classification TWRE 5/8 Inch

Exhibit
Schedcule H-4
Page 1
Witness: Kozo ranStep-One Rate Increase
REVISED

Present

M

Present Rates:
$ 15.35Monthly Minimum:

Gallons in Minimum
Charge Per 1,000 Gallons
Up to 8,000
Up to 999,999,999
Over 1,000,000,000

$
$
$
$

1.66
2.04
2.04
2.04

$ 21.49
Proposed Rates:
Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 8,000
Up to 999,999,999
Over 1,000,000,000

$
$
$
$

2.32
2.86
2.86
2.86

15.35
17.01
18.67
20.33
21.99
23.65
25.31
26.97
28.63
30.67
32.71
34.75
36.79
38.83
40.87
42.91
44.95
46.99
49.03
51.07
53.11
55.15
57.19
59.23
61.27
63.31
65.35
67.39
69.43
71.47
73.51
75.55

Proposed
EM

$ 21.49
23.81
26.13
28.45
30.77
33.09
35.41
37.73
40.05
42.91
45.77
48.63
51.49
54.35
57.21
60.07
62.93
65.79
68.65
71.51
74.37
77.23
80.09
82.95
85.81
88.67
91.53
94.39
97.25

100.11
102.97
105.83

Dollar
Increase

$ 6.14

$ 6.80

$ 7.46

$ 8.12

$ 8.78
$ 9.44
$ 10.10

$ 10.76
$ 11.42
$ 12.24

$ 13.06
$ 13.88

$ 14.70

$ 15.52

$ 16.34

$ 17.16
$ 17.98

$ 18.80
$ 19.62
$ 20.44
$ 21.26
$ 22.08
$ 22.90

$ 23.72

$ 24.54

$ 25.36
$ 26.18
$ 27.00
$ 27.82
$ 28.64
$ 29.46
$ 30.28

Percent
Increase

40.00%
39.98%
39.96%
39.94%
39.93%
39.92%
39.91%
39.90%
39.89%
39.91%
39.93%
39.94%
39.96%
39.97%
39.98%
39.99%
40.00%
40.01%
40.02%
40.02%
40.03%
40.04%
40.04%
40.05%
40.05%
40.06%
40.06%
40.07%
40.07%
40.07%
40.08%
40.08°/o

\\

39.19 $ 54.86 $ 15.67 39.97%

Usage

- $
1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
11,000

12,000
13,000
14,000
15,000
16,000
17,000
18,000
19,000
20,000
21,000
22,000
23,000
24,000
25,000
26,000
27,000
28,000
29,000
30,000
31,000

Average usage
13,177 $

Median Usage
8,000 $ 28.63 $ 40.05 $ 11.42 39.89%
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Arizona American - Tubae
Bill Comparison
Customer Classification TWRE 1 Inch

Exhibit
Schedcule H-4
Page 2
Witness: Kozo ranStep-one Rate Increase
REVISED

Present
Bill

Percent
Increase

Present Rates:
$ 23.00Monthly Minimum:

Gallons in Minimum
Charge Per 1,000 Gallons
Up to 8,000
Up to 999,999,999
Over 1,000,000,000

$
$
$
$

1.66
2.04
2.04
2.04

$ 32.20
Proposed Rates:
Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 8,000
Up to 999,999,999
Over 1,000,000,000

23.00
24.66
26.32
27.98
29.64
31.30
32.96
34.62
36.28
38.32
40.36
42.40
44.44
46.48
48.52
50.56
52.60
54.64
56.68
58.72
60.76
62.80
64.84
66.88
68.92
70.96
73.00
75.04
77.08
79.12
81.16
83.20
85.24
87.28

Proposed

M
$ 32.20

34.52
36.84
39.16
41.48
43.80
46.12
48.44
50.76
53.62
56.48
59.34
62.20
65.06
67.92
70.78
73.64
76.50
79.36
82.22
85.08
87.94
90.80
93.66
96.52
99.38

102.24
105.10
107.96
110.82
113.68
116.54
119.40
122.26

Dollar

Increase

$ 9.20

$ 9.86
$ 10.52
$ 11.18

$ 11.84
$ 12.50
$ 13.16

$ 13.82
$ 14.48

$ 15.30

$ 16.12

$ 16.94
$ 17.76

$ 18.58
$ 19.40
$ 20.22
$ 21.04
$ 21.86
$ 22.68

$ 23.50
$ 24.32

$ 25.14

$ 25.96

$ 26.78
$ 27.60
$ 28.42
$ 29.24
$ 30.06
$ 30.88
$ 31.70
$ 32.52

$ 33.34

$ 34.16

$ 34.98

40.00°/0
39.98°/0
39.97%
39.96%
39.95%
39.94%
39.93%
39.92%
39.91%
39.93%
39.94%
39.95%
39.96%
39.97%
39.98%
39.99%
40.00%
40.01%
40.01%
40.02%
40.03%
40.03%
40.04%
40.04%
40.05%
40.05%
40.05%
40.06%
40.06%
40.07%
40.07%
40.07%
40.08°/o
40.08°/o

$
$
$
$

2.32
2.86
2.86
2.86

51.17 $ 71.64 $ 20.47 39.99%

Usaqe

- $
1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
11,000
12,000
13,000
14,000
15,000
16,000
17,000
18,000
19,000
20,000
21,000
22,000
23,000
24,000
25,000
26,000
27,000
28,000
29,000
30,000
31,000
32,000
33,000

Average Usage
15,301 $

Median Usage
12,000 $ 44.44 $ 62.20 $ 17.76 39.96°/o
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I.

Q-

INTRODUCTION

PLEASE STATE YOUR NAME AND ADDRESS?

Ronald L. Kozo ran. 1605 W. Mulberry Drive, Phoenix, AZ 85015.

Q- HAVE YOU PREVIOUSLY SUBMITTED DIRECT TESTIMONY IN THE

INSTANT CASE?

Yes, I have.

Q. WHAT Is THE PURPOSE OF THIS TESTIMONY?

I will provide rebuttal testimony in response to the direct filings by Staff and

RUCO. More specifically, my rebuttal testimony relates to rate design and the

proposed new rates needed for Arizona-American to recover its revenue

requirement. Where appropriate I will use the same abbreviations and conventions

that were utilized in my direct testimony.

Q, HOW WILL YOUR REBUTTAL TESTIMONY BE ORGANIZED?

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

1

2
3 A.

4

5
6 A.

7
8 A.

9

10

11

12

13

14 A.

15

16

17

18

19

20

21

22

23

24

25

26

I will first provide a summary of the Company's revenue requirement for each

water and wastewater district, based on its rebuttal position. As shown below, the

Company has made certain adjustments in response to the other parties .

Next, I will discuss Staff' s proposed rate design. As explained below, this

rate design is poorly conceived and violates fundamental cost of service principles.

It is predicated on providing a discounted commodity rate to all customers, and

shifting revenue recovery to larger commercial customers, without regard to their

cost of service.

Third, I will present cost of service studies for each of the Company's water

districts in this case based on Staff' s recommendations. These cost of service

studies utilize the Staffs recommend revenues, plant, expenses, and so on. The

purpose of the studies is to demonstrate the serious flaws in Staffs rate design and

the inequities that rate design creates.
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Finally, I will address certain rate issues with regard to RUCO and the other

interveners in this case.

As a preliminary matter, I should note that there is no disagreement

concerning the Company's Low Income Program, which the Company was

required to submit by the Commission in Decision No. 65655 (Feb. 20, 2003).

That program applies only in Sun City and Sun City West, and relieves qualifying

low income residential customers on 5/8 X 3/4 inch meters and 3/4 inch meters

from paying a surcharge associated with the use of Central Arizona Project water

in those two districts. Because this program is related to the surcharge, it does not

affect the revenue requirements or rate design in this case. Due to the agreement

of Staff and RUCO, there is no rebuttal on this topic.

Q- HAVE YOU PREPARED ANY REBUTTAL SCHEDULES?

Yes. I have prepared Rebuttal Schedules labeled as H and G. Additionally I have

prepared Kozo ran Rebuttal Schedules 1, 2, 3, and 4.

11.

Q-

SUMMARY OF THE COMPANY'S REBUTTAL REVENUES

WHAT ARE THE COMPANY'S PROPOSED RATE INCREASES BASED

ON ITS REBUTTAL ADJUSTMENTS?

The currently requested revenue requirements and revenue increase for each water

and wastewater district, based on the Company's rebuttal adjustments, are as

follows:

Revenue
Requlrement

Revenue
Increase

Percent
Increase

$119,289Agua Fria

Anthem Water

Anthem/Agua Fria Wastewater

Havasu Water

18,658

1.93%

0.47%

17.37%

29.10%

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

1

2

3

4

5

6

7

8

9

10

11

12

13 A .

14

15

16

17

18 A .

19

20

21

22

23

24

25

26

$6,302,757

4,025,066

2,186,787

569,225

323,599

128,301
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Mohave Water

Sun City Water

Sun City Wastewater

Sun City West Water

Sun City West Wastewater

Tubae Water

4,590,694

10,543,503

5,404,262

4,581,390

5,140,333

439,919

196,561

4,364,140

316,400

1,215,842

1,608,546

186,106

4.47%

70.62%

6.22%

36.13%

45.56%

73.32%

Q- HOW ARE THE REQUESTED INCREASES ALLOCATED?

The Company continues to maintain that the revenue increase for each district

should be allocated proportionately to all customers according to the same cost of

service based allocation methodology employed by the Commission when the

current rates were established.

Kozo ran Rebuttal Schedule l illustrates the comparable revenue proposals

for the Company, Staff and RUCO. On the first page is a summary of the

proposed rate increases or decreases. Each party's proposed rates are shown

beginning on the second page of the schedule.

Q- H A V E Y O U P R E P A R E D A S C H E D U L E C O N T A I N I N G T H E

C O M P A N Y ' S  P R O P O S E D  R E B U T T A L  R A T E S  F O R  E A C H  D I V I S I O N ?

Yes, I have prepared separate schedules for each district, which are attached.

These schedules are labeled as Rebuttal Schedules H-l, H-2, and H-3, respectively

for each district. The schedules show the Company's proposed rebuttal rates by

meter sizes, and contain a bill comparison of present and presently proposed rates

based on average customer usage.

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

1
2
3
4
5
6
7
8
9 A.

10
11
12
13
14
15
16
17
18
19 A.

20
21
22
23
24
25
26

Q , D O E S  T H E  C O M P A N Y  S T I L L  P R O P O S E  T O  P H A S E  I N  R A T E

I N C R E A S E S  O V E R  T w o  Y E A R S  F O R  A N Y  O F  T H E  S Y S T E M S  F O R

-3-



WHICH THE APPROVED INCREASE is GREATER THAN 40

PERCENT?

Yes, where applicable it does.

111.

Q,

STAFF'S PROPOSED RATES AND RATE DESIGN

DOES THE COMPANY AGREE WITH STAFF'S PROPOSED RATE

DESIGN?

No. Staff is proposing radical changes in the Company's rate design for all water

districts. Staff is recommending a three-tier inverted block rate structure with

breakpoints at 4,000 gallons and at 100,000 gallons of use for all of the Company's

districts and for all meter sizes. This rate design is unsupported by a cost of

service study and arbitrarily assumes that the breakpoints in the commodity rate

should be the same for all customers, regardless of the customer's location and

regardless of the customer's service classification and type of use. Staff's rate

design violates the principle of designing rates based on the cost of service by

generating a subsidy (i.e., selling water below cost in the first rate block) and then

requiring customers that use large amounts of water for various non-residential

purposes (for example, hospitals and schools) to pay more than the cost of service

in order to recover the subsidy.

Q- WHAT Is STAFF'S EXPLANATION FOR THIS RATE DESIGN

PROPOSAL?

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

1

2

3 A .

4

5

6

7 A.

8

9

10

11

12

13

14

15

16

17

18

19

20

21 A .

22

23

24

25

26

The Staff witness sponsoring this rate design, Mr. Rogers, explains in his direct

testimony at page 6 that the discounted commodity rate applicable to the first 4,000

gallons is intended to serve two purposes. First, according to Mr. Rogers, "it

supports the state-wide effort to improve water use efficiency. Customers are

rewarded monetarily by restricting their use to this level which reflects Staffs

view of efficient water use." This reason is, however, illogical. Selling water to

-4_



I
I
I all customers at a discounted rate, that is, a rate below the cost of service, does not

encourage "water use efficiency." In reality, this sort of discount will encourage

inefficient water use by sending the wrong pricing signal, particularly since the

discounted commodity rate is applicable to all customers.
I
I Q- WHAT Is THE SECOND REASON GIVEN BY MR. ROGERS FOR HIS

RATE DESIGN?I
I
I
I
I
I
I
I
I
I
I

1

2

3

4

5

6

7 A.

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Mr. Rogers also testifies on page 6 of his direct testimony that the discounted rate

applicable to the first 4,000 gallons of use is akin to a "lifeline" rate. He states that

the discounted rate "effectively serves as a supplementary life-line rate providing

affordable water to customers willing to limit consumption to their basic needs.

Providing affordable water in limited amounts is appropriate because water is the

only utility commodity that is necessary for sustaining life." Once again, however,

this rationale makes little sense and is contrary to basic cost of service principles.

By definition, a lifeline rate is intended to provide a minimum volume of water

service at a reduced cost to residential customers that find it difficult to afford

water service due to their income levels. Lifeline rates are discussed by the

American Water Works Association ("AWWA") in i ts Manual 34, entitled

Alternative Rates. A copy of this manual's chapter on lifeline rates is attached to

my rebuttal testimony and labeled as Kozo ran Rebuttal Exhibit 1. In summary,

the AWWA provides the following recommendations concerning lifeline rates and

similar types of discounted rates for water service:

First, lifeline rates should be offered only to residential customers and then

only to residential customers who meet certain income eligibility requirements.

The reason for this recommendation is obvious: discounted rates, such as those

proposed by Staff, are contrary to basic cost of service principles and are not

economically efficient, as I previously stated. Discounted rates produce a subsidy

I
I
I -5-
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I
I

I

that must be recovered by means of higher rates in other usage blocks, who then

pay more than their cost of service.

Second, the AWWA states that lifeline rates and similar types of discounted

rates should not be considered unless the local cost of water service is high relative

to other, similar water utilities, or where a significant percentage of residential

customers are believed to be unable to afford water service. There is no indication

in Mr. Rogers' direct testimony that Staff examined whether these circumstances

are present. Again, Staff is proposing to establish a discounted rate for all

customers, without regard to any customer's particular circumstances or whether

such discount is necessary.I
I Third, the A A states that lifeline rates and similar types of discounted

I
I
I concerns."

I
I
I
I

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

rates should not be used in areas where there are water shortages or where water

use is a concern. The AWWA states that the use of lifeline rates "may encourage

greater use among the eligible customers and therefore be inconsistent with the

need to reduce water consumption. In this case, the benefits to customers whose

water costs might be reduced would have to be weighed against water use

AW W A, Alternative Rates a t  l l . The AWWA also states that

discounted rates "provide no conservation or water reduction incentive to those

that receive the subsidy. Since water is sold below cost, the pricing incentive to

reduce consumption is lessened.... The impact on demand should be carefully

considered in areas where water supplies are Id. at 13. In this case,

although the Company is not facing water supply shortages, several of its water

districts (Sun City, Sun City West, Anthem and Agua Fria) are located within the

Phoenix Active Management Area, and are subject to certain water conservation

requirements imposed by the Arizona Department of Water Resources. Also, the

Tubac water district is located within the Santa Cruz Active Management Area. In

scarce."

I
I
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these Active Management Areas, water conservation is an established goal. Staff' s

proposed rate design is contrary to that goal.

Q. MR. ROGERS CONTENDS IN HIS DIRECT TESTIMONY THAT

STAFF'S RATE DESIGN WILL PROMOTE REDUCTIONS IN AVERAGE

USE IN THE LONG TERM. DO YOU AGREE?

Providing a discounted commodity rate, which is applicable to all customers, is

contrary to Mr. Rogers' statement. It is important to keep in mind that the majority

of customers will actually see their monthly bills decreased. This decrease will

result from the fact that the first 4,000 gallons used by a customer will be priced at

a discount. Mr. Rogers provides no explanation for how this sort of rate design,

which is intended to address social welfare concerns rather than encouraging water

conservation, will lead to a long-term reduction in average water use. Again, as

the AWWA states, this type of rate structure should not be utilized where water

use is a concern.

1

2

3

4

5

6 A.

7

8

9

10

11

12

13

14

15

16

17 A .

18

19

20

21

22

23

24

25

26

Q- DO YOU HAVE ANY COMMENTS ON STAFF'S UPPER RATE BLOCK

AND ITS IMPACT ON THE COMPANY AND ITS CUSTOMERS?

Yes. Mr. Rogers testifies on page 6 of his direct testimony that the use of a

breakpoint at 100,000 gallons "sends an economic signal to potential new

customers that consumption at this level is high compared to other customers on

the system and is being discouraged." He also states that a "relatively high break-

over point is desirable to limit the effect of tiered rates on the vast majority of

existing customers." There are several problems with these arguments.

First, Mr. Rogers addresses the "economic signal" that will be given to

"potential new customers." He ignores the impact on the Company's existing

customers, particularly commercial customers on larger meters. These customers,

which include hospitals, schools and other types of public institutions, will receive

I
I
I
I
I
I
I
|
I
I
I
I
I
I
I
I
I
I
I

I
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I
I
I
I

I

I
I
I
I
I
I
I

substantially greater rate increases. Whether deliberate or not, Staff's rate design

will require a relatively small number of large volume users to pay higher rates in

order to subsidize the remaining customers by virtue of Staff's initial, discounted

rate block. There is no indication in Mr. Rogers' testimony whether he considered

the impacts on the customers that use in excess of 100,000 gallons a rnonthin

developing his rate design. For example, there is no indication that these

customers, while using large amounts of water, are using water inefficiently or

have any conservation potential.

Second, Mr. Rogers' statement about the "desirability" of having a high

breakpoint, in this case 100,000 gallons, makes little sense for the same reason. If

Staff' s goal is to encourage water conservation while promoting economic

efficiency, a much better approach would be to design rates that are directed at

high water users in each customer class. For example, i t would be more

appropriate to have relatively low breakpoints established for residential customers

on smaller-sized meters to encourage them to reduce their water use. A residential

customer who uses, on average, 20,000 gallons of water a month may well be

using water far less efficiently and have greater conservation potential than, for

example, a hospital that uses 150,000 gallons of water each month. By arbitrarily

choosing 100,000 gallons per month as the breakpoint between the second and

third tiers, without any cost of service study or supporting analysis based on the

Company's test year bill count, Staff is ignoring the vast Maj rarity of customers and

is simply shifting revenue recovery to large users, without regard to their cost of

service.I
Q- YOU MENTIONED THAT STAFF HAS NOT PERFORMED A COST OF

SERVICE STUDY IN ORDER To EVALUATE WHETHER ITSI

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26
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I
I
I
I
I

PROPOSED RATE DESIGN FAIRLY ALLOCATES THE COST OF

SERVICE AMONG THE DIFFERENT CUSTOMER CLASSES.

That is correct. Although Staff is proposing to dramatically change the Company's

rate design, Staff did not perform a cost of service study to determine the impact of

its rate design on various customer classes and whether the customers in those

classes would be paying their cost of service.

Q- HAVE YOU PREPARED ANY COST OF SERVICE STUDIES To

EVALUATE STAFF'S RATE DESIGN?I
I
I
I
I

Yes. I prepared cost of service studies for each of the Company's water districts

using Staffs proposed plant value, expenses, and rates of return. I  must

emphasize that the Company does not agree with Staff' s proposed plant values,

expenses, and rates of return. The cost of service studies were prepared using

Staffs values to determine if Staff"s proposed rates are cost based or cost justified.

The cost of service studies show that Staffs rates are not cost based, or even close

to being set at cost, with regard to Staff' s proposed monthly minimum charges.

Nor are the rates cost based for the first 4,000 gallons of water usage.

COST OF SERVICE STUDY

WHAT Is A COST OF SERVICE STUDY?I
I
I
I
I
I
I

1

2

3 A .

4

5

6

7

8

9 A.

10

11

12

13

14

15

16

17 Iv.

18 Q.

19 A.

20

21

22

23

24

25

26

A cost of service study is an allocation of plant and expenses among each class of

customers. Utility plant and expenses are allocated to cost and asset functions.

The cost functions are then allocated to customer classifications. The process

attempts to trace the costs resulting from meeting the customers' service

requirements. Ideally, the revenues received from each customer class should

equal the cost of providing service to that customer class. The cost to provide

service includes the income necessary to pay debt interest, provide a return on the
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I
I
I debt and equity financing the investment, and provide for the income taxes on the

equity return.

I Q, WHAT is THE PURPOSE OF A COST OF SERVICE STUDY?

I

I
I
I

I
I
I

The purpose of preparing a cost of service study is to offer guidance in setting

rates to be charged for utility service. Rates aren't always set based on the

computed cost to serve a particular class of customer. Instead, the cost of service

study could be used to move the utility's rates closer to "cost-based" rates. Even if

the Commission's goal is to give customers a signal to conserve water, the

Commission must base its rates on cost. The cost to produce 20,000 gallons is

approximately 20 times the cost to produce 1,000 gallons of water, unless the cost

of service study is done on an incremental basis, i.e., if additional plant is needed

to produce the additional 19,000 gallons of water.

Additionally, there are many factors at play when rates are set. The

regulatory body may be moving toward cost-based rates. However, the regulatory

body may also favor subsidizing one class of customer by the other classes of

customers. Lifeline rates, discussed above, are a prime example of subsidization

of a class of customers by all other customers, or by customers using more

commodity than the average customer. Another example is a rate intended to

encourage conservation. Thus, public policy may have a significant effect on rate

design.I
I

Q, HOW Is YOUR COST OF SERVICE STUDY ORGANIZED?

I
I

1

2

3

4 A .

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22 A.

23

24

25

26

The standard filing requirements call for Schedules G-1 through G-7. I have

included Rebuttal Schedules G-1 through G-7. Additionally, I have included

Rebuttal Schedules G-8 and G-9, which I will explain later in my testimony.

Rebuttal schedules with higher numbers, i.e., 5, 6 and 7, contain the

allocation factors and actual allocations to functions. These functions are then

I
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I
I carried forward to the summary schedules l, 2, 3 and 4, which allocate expenses

and plant (by function) to classes of customers (by meter size).

I will start with the Schedules labeled as G-7 and end with Schedules

labeled as G-2 and G-1. I will then describe the Schedules G-8 and G-9.

I Q, WHAT Is A FUNCTION?

I Functions refer to the plant and the expenses needed to obtain and deliver the

water (the commodity) from the source (well or surface water) to the customer.

I The functions are demand, customer, meter, and service.

I
I
I

I
I
I
I
I
I

1

2

3

4

5
6 A.

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Demand refers to how the water system is sized to deliver the water.

Demand for system size is normally determined by total customers and fire flow

requirements. In other words, the system is designed to be able to deliver water

(the commodity) to customers when demanded, as well as meeting the demand

placed on the water system when water is used to light a fire.

Commodity refers to the actual volume of water. The commodity function

is used to derive the commodity rate or the rate charged per 1,000 gallons of water.

Customer, service, and meter functions are used to develop a portion of the

monthly minimum charged to each class of customer. The demand function

should be included in the monthly minimum charged customers. However, the

current practice of this Commission has been to allocate a portion of the demand

function to both the commodity rate and to the monthly minimum charged

customers.

Customer, service and meter functions refer to the delivery of the water

from the Company's wells, surface sources or reservoirs through the transmission

and distribution lines to the individual customer's premises. The costs associated

with demand, customer, service and meter functions are incurred whether the

customer uses 4,000 or 100,000 gallons of water per month. In fact, certain of

I
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I
I

these costs are incurred by the utility even if the customer uses no water. The

meter and service functions are subsets of the customer function.

Fire Protection assets (hydrants) and expenses associated with fire

protection, including depreciation, were allocated to the customer function, under

the concept that fire protection benefits all customers on the system. This has been

the Commission policy with regard to fire protection.

Q- WHAT TYPE OF COST OF SERVICE STUDY DID YOU PREPARE TO

TEST THE STAFF'S PROPOSED RATES?I
I

I

I

I

1
2
3
4
5
6
7
8
9 A.

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26

I used the Commodity-Demand Method for the cost of service study. This method

normally separates expenses and assets into three primary functions or

components: commodity, demand, customer (with iiirther breakdown of customer

costs and plant into meter and service line) .

Commodity costs are costs that tend to vary with the production or output of

water. These costs would consist primarily of power costs, chemicals, water

treatment, purchased water, and other variable expenses. Please note that I

included a portion of the demand function into the commodity function, to adhere

to the Commission Staffs past methodology. This approach overstates the

allocations to the commodity function, resulting in a higher commodity rate and a

lower monthly minimum charge .

Demand costs are capital and maintenance costs of facilities related to

meeting the peak demand or peak usage requirements. The plant assets that cause

the bulk of the demand cost are transmission and distribution mains, wells and

pumping equipment.

Customer costs are those costs related to serving and/or having customers,

without regard to the amount of water used. These costs would include meter

reading, bil l ing, customer accounting and collection, and the capital and
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I
I

maintenance costs related to the meters, services, and customer equipment such as

meters, service lines, computers, office furniture, transportation equipment, and so

forth.

In following the practice of this Commission, tire protection costs were

allocated to the customer function.

Q- AFTER COSTS ARE ALLOCATED To FUNCTIONS, HOW ARE

EXPENSES AND ASSETS THEN ALLOCATED TO THE INDIVIDUAL

CLASSES OF CUSTOMERS?

I
After the expenses and assets are allocated to the commodity, demand, customer,

service, and meter functions, these values for the functions are then allocated to

various customer classes. Customer classes are by meter sizes on the system.

Q- DOES A COST OF SERVICE STUDY PROVIDE FOR THE DATA FOR A

TIERED RATE DESIGN?

I

No. The cost of service study will provide the cost of the commodity, but it will

not indicate where rate tiers should be set. Normally, tiers are developed by means

of a careful analysis of the water utility's bill count to determine, by customer class

or meter size, where breakpoints are appropriate, depending on the specific goals

of the rate design. However, a cost of service study is still useful because the

starting point in developing tiered rates is the basic cost of service. Without such a

cost of service study, the analyst is simply guessing in recommending rates for

each tier, as Staff has done in this case.

Q- WGULD YOU PLEASE DESCRIBE AND EXPLAIN THE SCHEDULES

WHICH COMPRISE YOUR COST OF SERVICE STUDY, AND WOULD

YOU DESCRIBE HOW THE VARIOUS FUNCTIONS WERE

DEVELOPED?

I
I

1

2

3

4

5

6

7

8

9 A.

10

11

12

13

14 A.

15

16

17

18

19

20

21

22

23

24

25

26
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I

I

1 A .

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

The allocations for the development of the class allocation factors are shown on

Schedule G-7, pages 1 through 3.

The commodity allocation is based on the number of gallons of water used

by customers on various sizes of meters, plus the gallons from the revenue

annualization to the year-end number of customers, divided by the total gallons of

water sold (including gallons from the revenue annualization) during the test year.

Thus, if 10,000,000 gallons of water were sold through the 5/8 x 3/4 inch meters,

out of a total of 50,000,000 gallons of water sold by the water utility, this meter

size would be allocated 20% of the commodity cost.

The demand allocation factor consists of the number of meters for each size

of meter on the system, multiplied by the equivalent weight of each size of meter.

The equivalent weight is determined by the flow capacity of each meter. A 5/8 x

3/4 inch meter can flow 20 gallons per minute, while a 6 inch meter can flow 1,000

gallons per minute. Thus, one 6 inch meter is equivalent to fifty 5/8 x 3/4 inch

meters. The base meter on which larger meters are restated to equivalent meters is

the 5/8 x 3/4 inch meter which is the smallest meter.

The customer allocation factor is the number of customers on each size

meter. The allocation is based on total meters, not equivalent meters, because

customer costs do not vary based on meter size.

I computed the meter allocation factor factors by multiplying the number of

meters times the most recent cost of installing a meter. Costs were taken from the

Commission Staff Engineering memorandum originated by Marlin Scott, Jr., dated

April 23, 2002. The dollar weighted value of meters is then divided by the total

computed meter cost to derive the meter allocation factor to each class of

customer.I
I
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1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

The service line allocations were computed in the same manner as the

meters. That is, I used the values listed on the Commission Staff memorandum to

derive a total value of the service lines. The allocation to each service line size

was the result of dividing the dollar value of the service lines for each customer

class by the total dollar value of the service lines.

Schedule G-7, page pa lists the allocation of expenses for wages/salaries

and for repairs and maintenance. These factors were computed using the 2001

Trial Balance from Citizens Communication for the each division. I summed the

various categories of expense for wages/salaries. I re-allocated the

Operation/Supervision to each wage/salary category. I then used these labor

allocations to allocate Staff's recommended wages and salaries to the various

functions. This is appropriate because, as explained, the purpose of my cost of

service study is to evaluate Staff s rate design.

The same method was used to derive the repairs and maintenance function

allocations of expenses for 2001. I applied these allocation functions to Staffs

recommended repairs and maintenance.

The depreciation expense allocations shown on Schedule G-6, page 2, apply

the allocation factors shown on Schedule G-7, page 2, multipl ied by the

depreciation expense for each plant asset. For the demand function for Wells,

Pumping Equipment and Transmission and Distribution Mains, I assumed an

allocation factor of 90%. 10% of plant values and related depreciation expense for

Wells, Pumping Equipment and Transmission and Distribution Mains was

allocated to the commodity function. The depreciation expense was computed

using Staffs depreciation rates.

I
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I
I
I

I
I
I
I
I

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

The operation and maintenance expense allocation to functions

(commodity, demand, customer, service, and meter) are shown on Schedule G-6,

page 1.

On Schedule G-5, page 2, I allocated net plant rather than gross plant by

deducting the accumulated depreciation from each plant asset. Because the Staff

did not prepare a schedule showing accumulated depreciation by account for each

plant asset, I listed the Company's accumulated depreciation by plant account, and

added the Staff' s adjustments to accumulated depreciation to derive the net plant

values for each water division.

I deducted the advances and contributions in aid of construction from the

plant balances normally financed with advances and contributions in aid of

construction, which would be transmission and distribution mains. I allocated the

advances or contributions to the both the demand and commodity functions, to be

consistent with my allocation of the transmission and distribution mains. The

allocations are shown on Schedule G-5, page 2.

Then I computed rate bases for each function (commodity, demand,

customer, service and meter). The rate bases by function are shown on Schedule

G-5, page l.

Schedule G-4 shows the allocation of the commodity, demand, customer,

service and meter expenses to meter sizes using the allocation factors developed on

Schedule G-7, page 3.

Schedule G-3 allocates the rate bases for commodity, demand, customer,

service, and meter to customer classes, which are meter sizes. On this schedule I

allocated the interest expense tithe various rate bases, consistent with the Staff" s

synchronization of interest expense.
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I

Schedules G-1 and G-2 derive the earned rates of return by customer classes

(meter sizes) at present and proposed rates respectively. The rates of return are

computed by dividing the operating income for each meter size by the value of the

rate base for that meter size.

Property taxes are allocated based on revenue, as this is the method used by

the Arizona Department of Revenue to determine the full cash value of the utility.

Income Taxes are allocated based on taxable income on Schedules G-1 and

I
I
I
I
I G-2

I included the percentage of customer on each size meter on Schedule G-2

to emphasize that Staff's proposed rates will have a substantial adverse impact on

the Company's opportunity of actually achieving Staff' s recommended rate of

return.

RATES
RATES

OF RETURN AT PRESENT AND AT STAFF'S PROPOSED

Q- BASED ON YOUR COST OF SERVICE STUDY, WHAT WERE THE

RATES OF RETURN BY DIVISION USING THE STAFF'S

RECOMMENDED REVENUES, EXPENSES, PLANT AND RATES OF

RETURN AT PRESENT AND PROPOSED RATES?

I

I

I

I
|

I

I

I

I

1
2
3
4
5
6
7
8
9

10
11
12
13 v.
14
15
16
17

18 A.
19
20
21
22
23
24
25
26

There is a slight difference between what the Staff is showing on its Schedule 1 as

the revenue requirement and the revenues contained in the Staff's bill counts.

Thus while the Staff recommends an overall rate of return of 6.60%, there are

slight differences in what I compute in the cost of service study because I used

Staff bill count revenues at proposed rates, which in some cases produced more or

less than the Statler's recommended revenues shown on Staff Schedule l.

The rates of return at present and at the Staff's proposed rates for each of

the water divisions are shown on Kozo ran Rebuttal Schedule 2. I will list the
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I

present and proposed rates of return for each water division, and point out what the

Commission should be concerned above, as shown on Kozo ran Rebuttal Schedule

2. On that Schedule, I have printed some of the proposed rates of return in bold

font to highlight the changes in rates of return at present rates and at the Staffs

proposed rates.

I
I
I AGUA FRIA WATER

r

I

Agua Fria Water's overall rate of return at present rates was 9.76%. At the Staff's

proposed rates the return will drop to 6.57%. The rate of return for the 5/8 x 3/4

inch meter class will be only 3.64%. In contrast, the rates of return for the larger

meters are: l 1/2 inch meter 27.63%, 2 inch meter 25.28%, 3 inch meter 21.35%,

and 33.89% for the 4 inch meter

ANTHEM WATER

Anthem Water's overall rate of return at present rates was 8.l8%. At the Staff's

proposed rates the return will drop to 6.59%. The rate of return for the 5/8 x 3/4

inch meter will be 8.08%. The rates of return for the larger meters are: 1 1/2 inch

meter, 41.48%, 2 inch meter, 32.20%, 3 inch meter, 6l.09%, and 78.04% for the 4

inch meter class.

HAVASU WATER

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Havasu Water's overall rate of return at present rates was 8.91%. At the Staff's

proposed rates the return will be 7.38%. (Staff did not include the difference

between the bill count revenues and the general ledger in their proposed rates. I

did.) The rate of return for the 5/8 x 3/4 inch meter class will be only 1.l0%. In

contrast, the rates of return for the larger meters are: l inch meter, l30.42%, 2 inch

meter, 76.55%, 3 inch meter, 38.80%, and 51.81% for the 4 inch meter class.
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MOHAVE WATER

Mohave Water's overall rate of return at present rates was l0.93%. At the Staff's

proposed rates the return will drop to 6.64%. The rate of return for the 5/8 x 3/4

inch meter class will be only 4.42%. In contrast, the rates of return for the larger

meters are: 1 inch meter, l9.38%, l 1/2 inch meter, 38.75%, 2 inch meter, 17.61%,

3 inch meter, 21 .60%, and -4.61% for the 4 inch meter class.

SUN CITY WATER

Sun City Water's overall rate of return at present rates was 0.99%. At the Staffs

proposed rates the return will be 6.60%. The rate of return for the 5/8 x 3/4 inch

meter class will be a miniscule 0.23%, i.e., essentially break-even, with no return.

The rates of return for the larger meters are: 1 inch meter, 12.82%, l 1/2 inch

meter, l9.95%, 2 inch meter, l6.21%, 3 inch meter, 19.57%, and 0.77% for the 4

inch meter class.

SUN CITY WEST WATER

Sun City West Water's overall rate of return at present rates was 4.47%. At the

Staff's proposed rates the return will be 6.6l%. The rate of return for the 5/8 X

3/4 inch meter class will be only 3.10%. In contrast, the rates of return for the

larger meters are: 1 inch meter, l4.35%, 1 1/2 inch meter, 34.94%, 2 inch meter,

25.20%, 3 inch meter, 45.26%, and 91 .4l% for the 4 inch meter class.

TUBAC WATER

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

1

2

3

4

5

6

7

8

9

10
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20

21

22

23

24

25

26

Tubae Water's overall rate of remen at present rates was 1.72%. At the Staff's

proposed rates the return will be 6.57%. The rate of return for the 5/8 x 3/4 inch

meter class will be 7.14%. The rates of return for the larger meters are: l inch

meter, 3.35%, l 1/2 inch meter, 5.99%, 2 inch meter, l4.49%, and -3.10% for the

3 inch meter class.
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Q- WHAT DOES THE SHIFT IN RATES OF RETURN FROM THE

SMALLER METERS To THE LARGER METERS MEAN?

I
I
I
I
I
I
I
I
I

The Staffs proposed rate design (three commodity rate tiers which are inverted)

produces a shift in the rate of return from the smaller meters to the larger meters.

In fact, for some divisions, Havasu and Anthem as examples, the revenues

produced by the smaller meters decrease, while the revenues from the larger

meters increase, even though Staff is recommending a reduction in rates. Thus, the

revenue requirement is being shifted to customers on larger meters.

The cost of service studies show that Staff's proposed rate design is

creating a subsidy that must be paid by the larger users to compensate for the

initial 4,000 gallon discounted rate block. Customers who use relatively small

amounts of water (for example, below 10,000 gallons a month) are the primary

beneficiaries of this subsidy because a significant percentage of their total monthly

water use is priced at a discount. The revenues that are lost as a result of the price

discount - the subsidy - are recovered by penalizing higher use customers, who are

primarily served by larger meters. For this reason, the rates of return for virtually

all of the larger meters are well above the overall rate of return. I have included

Kozo ran Rebuttal Schedule 3 comparing Staff's revenues by meter size at present

and proposed rates, which highlights the subsidy Staff proposes.

I VI.

Q-
I

EXPLANATION OF REBUTTAL SCHEDULES G-8 AND G-9

HOW DID YOU COMPUTE THE MONTHLY MINIMUMS BASED ON

METER SIZE?

1

2
3 A.

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22
23 A.

24

25

26

The monthly minimums are based on the flow capacity of each meter with the 5/8

x 3/4 inch meter being the base meter for pricing. The computation of the monthly

minimum, in part, involves the following:

I
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I 1.

2.

3.

I

I
I
I
I
I
|
I
I
I
I

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Rate base by function times the debt and equity component of the capital

financing rate base,plus income tax on the equity component,

Expenses charged to the particular function, and

Depreciation charged to the particular function,

The sum of 1, 2, and 3 relating to customer rate base and expenses is

divided by the number of meters (customers) to derive the customer charge. The

sum of 1, 2, and 3 for meters and service lines is divided by the number of

equivalent meters or services to derive the meter and service line charge.

Schedule G-8, page 1 contains the computed monthly minimum for a 5/8 X

3/4 inch meter, as to customer, meter, and service line based on the following:

return on investment in assets (the rate base) for the above functions, income taxes

allocated to each function, (income taxes based on the proposed rate of return on

equity), the expenses allocated to each function, and depreciation allocated to each

function. The demand costs should also be included in the monthly minimum.

However, Schedule G-8, page la, contains the same computations as

contained on page l, with the exception that the Staffs proposed rate of return for

equity and the inclusion of income taxes on the equity return are omitted. This

computation derives the actual cost, without a rate of return or recovery of income

taxes. Please note that I am using the actual cost, which includes the cost of debt

as well as expenses, but without a return on equity and associated income taxes.

Schedule G-8, page 2, contains the computation to derive the demand

charge per equivalent 5/8 x 3/4 inch meter, which includes return on debt and

equity, and the income taxes on the equity return, plus expenses. A 6 inch meter

would be charged 50 times the demand charge for a 5/8 x 3/4 inch meter.

Schedule G-8, page pa, contains the computation to derive the demand

charge per equivalent 5/8 x 3/4 inch meter, but excludes a return on equity and the

I
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I
I
I
I
I
I
I
I

I

income taxes on the equity return. This computation derives the actual cost,

without a rate of return on equity or income taxes.

The computed monthly minimums should consist of the expenses and the

return on the rate bases for the functions of customer, meter, service, and demand

charges. Without inclusion of rates of return and income taxes, the actual cost,

with no profit or debt cost recovery can be computed for the monthly minimum.

The computed monthly minimums are shown with and without Staff"s

recommended rate of return on equity and income taxes are contained on

Schedules G-8, page 3.

Also shown on Schedule G-8, page 3 are Staff' s proposed monthly

minimums compared to the computed monthly minimums. When the computed

monthly minimums, including rates of return and income taxes, are compared to

the Staff"s proposed monthly minimums, my earlier testimony is borne out that

Staff' s rates are not cost justified. The 5/8 x 3/4 inch meter rate proposed by the

Staff is a fraction of the actual cost to serve the customer when Staflf"s

recommended rates of return and income taxes are included in the computed

minimum.

If Staflf's recommended rate of return on equity and income taxes are

excluded from the computed minimum, Staff"s proposed rates as a percentage of

the computed monthly minimum increase, but never reach l00%. In other words,

Staff' s monthly minimums fail to recover basic costs of service even without a

return on equity.I
I

1

2

3

4

5

6

7

8

9

10
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26

Q. BUT, MR. KOZOMAN, AREN'T THE PROFITS, LOSSES AND COSTS

YOU JUST CITED DEPENDENT ON HOW THE ALLOCATION

FACTORS FOR FUNCTIONS ARE DERIVED ON SCHEDULE G-7, PAGE

2?

I
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Yes, the allocations influence the results that are derived on Schedule G-8. As I

testified, I am allocating costs to commodity for Wells, Pumping, and Distribution

Mains to adhere to past Staff policy. The cost of service allocation factors are

90% to demand and 10% to commodity, for wells, pumping equipment and

transmission and distributions lines. To approximately equal Staff' s proposed

monthly minimum for the 5/8 x 3/4 inch meters, the allocation factors for each

division need to be changed to:

Allocation Factor
Used in Cost
of Service Study

Allocation Factor to
Match ACC Staff' s
Monthly Minimum

Agua Fria

Demand Allocation Factor

Commodity Allocation Factor

90%

10%

-25%

125%

I
I
I
I
I
I
I
I
I
I Anthem Water

Demand Allocation Factor

Commodity Allocation Factor

90%

10%

-2%

102%

Havasu Water

Demand Allocation Factor

Commodity Allocation Factor

90%

10%

-55%

155%

Mohave Water

-115%Demand Allocation Factor

Commodity Allocation Factor

90%

10% 215%

Sun Citv Water

I
I
|
I
I
I
I
I

1 A .

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Demand Allocation Factor

Commodity Allocation Factor

90%

10%

-75%

175%
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Sun City West Water

Demand Allocation Factor

Commodity Allocation Factor

90%

10%

-60%

160%

Tubae Water

Demand Allocation Factor 90% 13%

Commodity Allocation Factor 10% 87%

The negative allocations are highlighted with bold font. Obviously, the allocation

factors to approximately match the Staffs proposed monthly minimums aren't

reasonable.

Q- PLEASE CONTINUE WITH YOUR TESTIMONY ON COST RECOVERY.

Schedule G-8, page 4, contains the computation to derive the computed

commodity rate, which does include Staff' s recommended rate of return on equity

and income taxes. The commodity rate proposed by Staff produces a profit,

however, because the first tier commodity rate is discounted, the Company will

make no profit from customers using only 4,000 gallons. The loss that the

Company will experience due to the Staff' s proposed monthly minimums, which

are well under cost as shown above, is exacerbated by the discount for all usage up

to 4,000 gallons per month.

Schedule G-8, page 4a contains the computation to derive the computed

commodity rate, which excludes Staffs recommended rates of return and income

taxes. This rate is what it actually costs the Company's water district to produce

the water per 1,000 gallons.

1

2

3

4

5

6

7

8

9

10

11 A

12

13

14

15

16

17

18

19

20

21

22

23

24

25 A .

26

Q. PLEASE CONTINUE WITH YOU EXPLANATION OF THE G-9 COST OF

SERVICE SCHEDULES.

Schedule G-9 consists of two pages. Page 1 contains the computed monthly

minimum and commodity rate, again without Staffs proposed rate of return and
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I
I

income taxes for illustrative purposes. For the Company to just meet its costs (no

equity return, and no recovery of income taxes), a customer on a 5/8 x 3/4 inch

meter must use more than the average monthly water usage or, in very few cases,

slightly below the average usage (Mohave and Sun City West). This means that

the Company will not collect the revenue required from the average residential

user, i.e., the average residential user is being subsidized.

Page 2 of Schedule G-9 contains the computed monthly minimum and

commodity rate with Staffs proposed rate of return and income taxes. For the

Company to recover it expenses, recover the Staff" s recommended equity return,

and recover income taxes on the equity return, a customer on a 5/8 x 3/4 inch

meter must use over the monthly average usage. These computed costs are from

Schedule G-8, page 4, compared to the revenue generated by the Staff" s proposed

rates.

As the bulk of the Company's customers are residential customers on 5/8 x

3/4 inch meters, it is apparent that under Staffs proposed rates, only customers

using greater quantities of water than the monthly average usage are profitable

users.

I Q_

I

ARE YOU SAYING THEN THAT THE COMPANY CAN'T MAKE A

PROFIT ON CUSTOMERS ON A 5/8 X 3/4 INCH METER WHO ARE

USING THE AVERAGE QUANTITY OF WATER EACH MONTH?

I
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That is exactly what I am saying. At average usage, the Company will lose money

on residential customers on the 5/8 x 3/4 inch meter, in most of its water districts.

And to clarify a point, debt cost is included in the computed monthly minimum and

commodity rates without the Staff's proposed return and income taxes. Thus, the

Company loses money for most residential customers on the 5/8 x 3/4 inch meters

using the average monthly usage.

I
I
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Q~ COULD YOU PROVIDE A SUMMARY OF THE USAGE NECESSARY,

BY WATER DISTRICT, FOR THE COMPANY TO JUST BREAK EVEN,

AND ACTUALLY EARN STAFF'S PROPOSED EQUITY RETURN?

Yes.

Aqua Fria Havasu Mohave

Gallons that must be used to
Recover Costs 8,066 13,805 8,145

Gallons that must be used to
Recover Costs and Profit 12,040

7,002
17,585
7,650

10,760
8,787Average Usage

Percentage of Customers
On 5/8 X 3/4
Inch Meter 92.19% 98.32% 94.93%

Sun City Sun City West Tubac

Gallons that must be used to
Recover Costs 11,515 6,795 7,952

Gallons that must be used to
Recover Costs and Profit 15,335

8,361

10,170

7,171

12,260

13,177Average Usage

Percentage of Customers
on 5/8 X 3/4
Inch Meter 88.10% 93.43% 92.51%

Q, WHY ISN'T ANTHEM INCLUDED IN YOUR DATA?

I
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I omitted Anthem because it is a special case. Del Webb entered into an

agreement with Citizens to make certain payments, beginning in 2004, which have

the effect of subsidizing rates in that district. Without including these payments,

the Staffs proposed rates would not recover costs in Anthem, either.
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Q- I THOUGHT STAFF WAS USING 2001 REVENUES AND EXPENSES,

EVEN THOUGH, As MR. BOURASSA EXPLAINS, CITIZENS' 2001

EXPENSES WERE NOT NORMAL?

Yes, that is Staff's recommended approach. However, Staff has chosen to include

the Del Webb 2004 payment to reduce the revenue requirement in Anthem even

though doing so is not consistent with its position on expense adjustments.

Q, WOULD YOU SUMMARIZE THE IMPACT OF THE STAFF'S

PROPOSED RATES?

If the purpose of Staffs rate design is to encourage water conservation, then Staff

has failed. This rate design does not encourage conservation because of the initial

4,000 gallon discounted rate block, and may destabilize revenues and the

Company's earnings because a significant portion of the revenue requirement

would be shifted to a relatively small number of customers using over 100,000

gallons monthly. If those customers do conserve (or leave the system), the

Company's revenues may decline substantially. This is a very poor rate design.

Q- WOULD A COST OF SERVICE STUDY USING THE COMPANY'S

PROPOSED PLANT AND EXPENSES RESULT IN MONTHLY

MINIMUMS AS HIGH OR HIGHER THAT WHAT Is COMPUTED IN

YOUR COST OF SERVICE STUDY USING Acc STAFF PLANT,

EXPENSES, AND RATE OF RETURN?

Yes. The Company's plant, expenses, and proposed rate of return are higher than

what the Staff is recommending. Therefore, the Company's monthly minimum

charges would be higher than whats computed using the Staff's values.
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Q. Is THE COMPANY REQUESTING MONTHLY MINIMUMS As HIGH As

is SHOWN IN YOUR COST OF SERVICE STUDIES?
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No, the Company is not requesting monthly minimums as high as I computed in

the cost of service study. This is because the Company is proposing to retain the

same general rate design that was approved in the prior Citizens cases in order to

simplify the rate case.

Q, MR. ROGERS TESTIFIES THAT THE MULTI-UNIT BILLING AT

HAVASU AND MOHAVE WATER SHOULD BE RE-EXAMINED IN A

FUTURE RATE CASE. WOULD YOU PLEASE COMMENT THIS?

multi -family bi l l ing is computed based on the number of

households served by the meter multiplied by the monthly minimum charged for a

5/8 x 3/4 inch meter customer. Additionally, these customers receive the number

of gallons included in the monthly minimum multiplied by the gallons included for

a 5/8 X 3/4 inch meter. In the prior rate case for the Mohave water district,

Citizens proposed changing how the multi-unit customers were billed. However,

the Staff recommended that the current billing method be retained, and the

Commission agreed.

If multi-unit customers were billed based on meter size, the revenues from

these customers would decrease. The result would be that all other customers

would have to make up the decrease in revenues. While the Company is not

opposed to modifying the rate smcture for these customers, one must remember

that this would require other customers to pay higher rates to make up the resulting

revenue shortfall.

The multi-unit,
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VII.

Q-

RUCO'S PROPOSED RATE DESIGN

DOES THE COMPANY AGREE WITH THE PROPOSED RATE DESIGNS

BY STAFF OR RUCO?

I
I
I
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RUCO proposes rate increases and decreases allocated essentially evenly across

the customer groups (with some exceptions, as I will discuss). This is the same
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method used by the Company to allocate proposed rate increases. RUCO is

proposing to eliminate any gallons included in the monthly minimum for the

Havasu and Mohave water districts.

Q. WOULD YOU PLEASE COMMENT ON RUCO'S PROPOSED RATES

FOR SUN CITY WATER?

RUCO is proposing a very slight decrease in the monthly minimums charged to the

imlgation customers, approximately 0.002% to 0.013%. However, the proposed

commodity rate for the initiation customer class would increase by a whopping

201%! This causes an overall 161% increase in the proposed rates from the

irrigation customer class. RUCO's proposed commodity rate increases for public

interruptible water and construction water also approach 200%. The public

interruptible increase is 198%.

To put RUCO's rate design into perspective, the increase in revenue that

RUCO recommends for this water district is $1,963,334 The initiation customer

class provides approximately $356,000 of the rate increase. The irrigation

customer class provides 4% of the total present revenues (excluding miscellaneous

revenues), but will provide over 18% of the revenue increase under RUCO's

proposal.

The 5/8 x 3/4 inch residential meter customers are proposed by RUCO to

have an increase of approximately 20%. In contrast, residential customers on a 1

inch meter face increases of 28.5%, and commercial customers on a 4 inch meter

face increases of 37%.
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Q- MR. KOZOMAN, ARE THERE ANY OTHER PROBLEMS WITH RUCO'S

RECOMMENDATIONS FOR SUN CITY WATER?

I
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Yes. RUCO is proposing that all of the revenue increase be recovered by means of

an increase in the commodity rate. The monthly minimums would not change.
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This methodology violates basic cost of service principles, for the reasons I have

already given.

Q, WOULD THE COST OF SERVICE STUDY YOU PREPARED USING

STAFF'S PLANT AND EXPENSES JUSTIFY NO INCREASE IN THE

MONTHLY MINIMUM, AND RECOVERING ALL OF THE REVENUE

INCREASE BY INCREASING THE COMMODITY RATES?

Definitely not. While RUCO proposes a slightly lower rate base, the expenses are

approximately equal to the expenses proposed by the Staff. The results produced

by a cost of service study using RUCO's proposed plant and expenses would

produce results similar to the cost of service study I prepared using the Staff's

values. The cost of service study for the Sun City water district shows the monthly

minimum to be $17.21, including the Staff's proposed rates of return and income

taxes, and $14.37 without any rate of return and recovery of income taxes.

RUCO's proposed increase to only the commodity rates is not cost justified.

The Sun City commodity rate from the cost of service study was $03757 per 1,000

gallons. RUCO's proposed commodity rate of $1.96 for the irrigation customer

class, compared to $0.99 and $1.29 for the residential and commercial customers,

respectively, cannot be supported by the cost to provide the commodity. By only

increasing the commodity rate, RUCO is attempting to shift the revenue increase to

larger users.
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Q- WOULD YOU PLEASE COMMENT ON RUCO'S PROPOSED RATES

FOR SUN CITY WEST WATER?

RUCO's proposed revenue increase for the Sun City West water district is again

allocated to the commodity rates only. Once again, this would shift the rate

increase to the larger users. As an example, the revenue increase allocated to the

5/8 x 3/4 residential customer class is approximately 13%, while the revenue

-30-



increases allocated to the larger meters for both residential and commercial

customers range from 16.15% to 22.97%. Of course, this shifts the percentage of

the total dollars the 5/8 X 3/4 residential customer class pays at present and

proposed rates.

I
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Q, WOULD THE COST oF SERVICE STUDY YOU PREPARED USING THE

STAFF'S PLANT AND EXPENSES JUSTIFY NO INCREASE IN THE

MONTHLY MINIMUM, AND RECOVERING ALL OF THE REVENUE

INCREASE BY INCREASING THE COMMODITY RATES?

Once again, it would not. While RUCO proposes a slightly lower rate base for Sun

City West, RUCO's recommended expenses for that water district are higher than

the expenses recommended by the Staff. The results produced by a cost of service

study using RUCO's proposed plant and expenses would produce results similar to

the cost of service study prepared using the Staffs values. The cost of service

study for the Sun City West water district shows the monthly minimum to be

$13.03, including the Staff's proposed rate of return and income taxes, and $10.05

without any rate of return and income taxes.

Consequently, RUCO's proposed increase to only the commodity rates is

not cost justified. The commodity rate from the cost of service study was

approximately $0.35. RUCO's proposed commodity rates of $1.14 and $1.38,

respectively, to the residential and commercial customers cannot be supported by

the cost to provide the commodity.
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Q. WOULD YOU COMMENT ON RUCO'S PROPOSED RATE DESIGN FOR

SUN CITY WEST WASTEWATER?I
I
I
I

For the Sun City West wastewater district, Mr. Moore proposes that the

commodity rate charged to the large commercial customer class be increased by

l55%, which results in an increase to this customer class of 129%. The other

-31-



customers on the wastewater system will be paying an increase of approximately

28%. Once again, RUCO is ignoring cost of service principles, and attempting to

shift revenue recovery to larger commercial customers .
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Q- RUCO PROPOSE KEEPING THE EXISTING MONTHLY

MINIMUMS FOR THE AGUA FRIA, ANTHEM, HAVASU, MOHAVE

AND TUBAC WATER DIVISIONS, AND INCREASING OR

DECREASING THE COMMODITY RATES?

DID

I
I
I
I

In the Agua Fria water division, for which RUCO recommends a rate decrease, the

monthly minimums would be decreased by l4.80%. The first commodity rate

would be decreased by 32%, while the second commodity rate would be decreased

by 19.64%.

In the Anthem water district, for which RUCO recommends a rate decrease,

the monthly minimums would be decreased by 25%. The commodity rate would

be decreased by 18.50%.

In the Havasu water division, for which RUCO recommends a small rate

increase, the monthly minimums would be increased by 25%, with the elimination

of 1,000 gallons of water that are presently included in the monthly minimum,

while the commodity rate would be increased 21%. The increase in the monthly

minimum is 25% because a customer on the 5/8 x 3/4 inch meter is currently

paying $10.00, which includes 1,000 gallons of water. With RUCO's proposed

monthly minimum of $10.75, plus the cost of 1,000 gallons of water at RUCO's

proposed rate of $1.72, the bill for a customer using 1,000 gallons of water will

now be $12.47, or an increase of approximately 25%.

In the Mohave water division, for which RUCO recommends a rate

decrease, the monthly minimums would be decreased by approximately 2% with

the elimination of the 1,000 gallons of water that are presently included in the
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monthly minimum, while the commodity rate would be decreased 16%. There is

an increase in the monthly minimum because a customer on the 5/8 x 3/4 inch

meter is currently paying $8.65, which includes 1,000 gallons of water. With

RUCO's proposed monthly minimum of $7.45, plus the cost of 1,000 gallons of

water at RUCO's proposed rate of $1.24, the bill for a customer using 1,000

gallons of water will now be $8.69, or a very slight increase.

In the Tubac water division, for which RUCO recommends a rate increase,

the monthly minimums would be decreased by approximately 2% while the

commodity rates would be increased by approximately 28%.

Q- THERE DOES NOT SEEM TO BE ANY LOGICAL METHODOLOGY AT

WORK HERE, MR. KOZOMAN.

I
I
I

That is correct. There is no consistent rate design approach from one district to

another. It appears that Ms. Diaz Cortez and Mr. Coley worked together on the

rates some of the time, and attempted to spread the rate increase or decrease

uniformly across the monthly minimum charges and commodity rates, while Mr.

Moore worked independently of the remainder of RUCO's staff.

Q- ARE THERE ANY DIFFERENCES BETWEEN RUCO'S

RECOMMENDED REVENUES AND WHAT YOU COMPUTE BASED ON

RUCO'S RATES?
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Yes, there are several significant differences. I compute total revenues from the

Havasu system of $546,287 under RUCO's proposed rates, rather than RUCO's

amount of $443,391. I compute total revenues from the Mohave system of

$3,936,470 under RUCO's proposed rates, rather than RUCO's amount of

$3,604,638. For Anthem/Agua Fria wastewater district, my bill count workbook

produces revenues of $2,031,292 as opposed to RUCO's proposed revenues ofI
I
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$1,941,199 For the Agua Fria water district, my bill count workbook produces

revenues of $5,358,091 as opposed to RUCO's proposed revenues of $5,672,666

I Q. RUC() WITNESS RODNEY MOORE COMMENTED IN HIS TESTIMONY

ABOUT PROBLEMS WITH THE COMPANY'S WORK PAPERS. DO

YOU HAVE ANY COMMENTS ON THIS TESTIMONY?

I
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Mr. Moore called both Mr. Bourassa and me when he had questions. One question

he asked about concerned hidden rows in the bill counts. To be able to print out

schedules from the bill counts, I had to hide rows. When I copied the tiles to

provide them to the Staff and RUCO, I did not "in-hide" the rows. I apologize if

this caused a problem. It was not intentional.

I should note that it took two weeks to obtain RUCO's work papers. I

received duplicate computer files labeled "Mohave Water" and "Havasu Water."

Both computer tiles were identical, and neither file contained either Mohave or

Havasu data. The data programs were for New River Uti l i ty Company.

Additionally, l received blank computer files, and files which could not be opened.

The bill counts for Havasu and Mohave were received at the end of the two week

period mentioned above. However, these bill counts were unusable, as RUCO

completes a ful l  workbook or bi l l  count for each meter size and/or rate

classification. Mohave had over 90 bill counts, without the benefit of linking the

workbooks together. In other words, summary schedules are hard-coded

(manually inputted). Time did not permit me to check these files.

The point here is that in a large and complicated rate case like this one,

problems do develop. I don't believe RUCO deliberately attempted to delay

production of its work papers to the Company, any more than I would deliberately

"hide" columns in my work papers. it is unfortunate that Mr. Moore chose to

bring this up as he did.
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VIII.

Q.

MISCELLANEOUS

DO YOU HAVE REBUTTAL CONCERNING DIRECT TESTIMONY ON

THE ANTHEM/AGUA FRIA, SUN CITY, AND SUN CITY WEST

WASTEWATER DISTRICTS?

No. Both Staff and RUCO are generally spreading their proposed rate increase or

decrease across the board, which is the same methodology proposed by the

Company. The only major exception is RUCO's recommendation for Sun City

West, which, as discussed, attempts to shift the revenue increase to the commercial

larger customers without regard to the cost of service. However, the Company

does not agree with either the Staff or RUCO's rates, which is a function of the

parties' disagreement over each wastewater district's revenue requirement.

Q. W O U L D  Y O U  C O MME N T  O N  Y O U N G T O W N ' S  R E Q U E S T  T O  B E

INCLUDED ON THE IRRIGATION TARIFF FOR THE SUN CITYI
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SERVICE AREA?

The Company does not oppose Youngstown's request. It should be understood,

however, that if the Commission authorizes Youngtown to be included on the

lower cost irrigation rate, then the rates for other customers must be increased

slightly to make up for the shortfall in revenue. Kozo ran Rebuttal Schedule 4,

based on water usage for the period from October 2002 through September 2003,

contains the billing at the present rates for a commercial customer on a 2 and 3

inch meter compared to the billing if these meter sizes were billed as irrigation

customers. I have included the Company's present and proposed rebuttal rates, the

Staffs proposed rates, and RUCO's proposed rates on pages l, 2, and 3

respectively.

Because RUCO has proposed a substantial increase for initiation water for

the Sun City water district, as discussed above, Youngtown would experience a
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lower water expense as a commercial customer, rather than as an irrigation

customer, if RUCO's rates were adopted by the Commission. The Company does

not know whether Youngtown supports RUCO's recommended rate design for the

Sun City water disMast and, if so, whether Youngtown still wishes to be

reclassified as an initiation customer.

Q- DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY?

Yes, it does.
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Chapter 3

Lifeline Rates and

Low-lncame Discounts

I

INTRODUCTION

I
I
I

Lifeline rates and low-income discounts are rate alternatives designed to provide a
minimal or essential volume of water service at a reduced cost to those residential
customers who, due to their income level, find it difficult to afford water service.

Both lifeline rates and low-income discounts address social welfare concerns.
The propriety of a water utility's involvement in this role may be controversial. Some
argue that this role is better and more efficiently achieved by governmental agencies
specially designed for that function. Others believe that the advancement of accepted
governmental policies is an appropriate role for any and all governmental units and
investor-owned water utilities that are granted exclusive franchise service rights by
the government.

Determining Rates
A lifeline rate structure provides an initial, below-cost rate for a specified volume of
water. The volume of water billed at the lifeline rate is set at a level that represents
the perceived minimal sanitary requirements for the residential customers it is
intended to benefit. A low-income discount simply provides for a percentage discount
from the normal rates. The discount can be applied to some or all of the water bill and
can be set to ensure that the average water bill does not exceed a specified percentage
of poverty-level income.

Eligibility
Lifeline rates or low-income discounts should only be offered to customers who meet

reestablished income eligibility requirements. In some cases, when lifeline rates
were first established, the lower lifeline rate was applied to all customers. The
assumption was that low-income customers used less water than other customers,

I
I
I
I
I 10



1*

1,
LIFELINE RATES/LOW-INCOME DISCOUNTS 11

setting

I

I
I
I

w h i ch  m ay  no t  necessa r i l y  be  t rue .  A s  a  resu l t ,  a l l  cus t om ers  rece i ved  t he  bene f i t  o f
t he  reduced  ra t es .  The  subs i dy  p rov i ded  by  t he  reduced  ra t es  w as  recove red  t h rough
h igher  ra tes  i n  a l l  o t her  usage b locks .  Low- i ncome cus tomers  who used more  t han  t he
e s t a b l i s h e d  l i f e l i n e  v o l u m e  a l l o w a n c e  a c t u a l l y  p a y e d  h i g h e r  w a t e r  b i l l s  d u e  t o  t h e
h igher  cos t  o f  t he  non l i f e l i ne-pr i ced  water .

T h e r e  a r e  t h r e e  p r i m a r y  c o n s i d e r a t i o n s  t h a t  m u s t  b e  a d d r e s s e d  i
l i f e l i ne  ra t es  o r  l ow- i ncome d i scount s  f o r  res i den t i a l  cus t omers .

• What is the appropriate level of water use used to determine the minimum
sanitary level?

| Who should be offered the lifeline rates or low-income discounts?

• What amount of discount in the rates is warranted?
Minimum sanitary level. The minimum sanitary level of water use is not a

single volume for all customers. Utilities that wish to adopt lifeline rates must
determine the appropriate level of water use, recognizing that low-income households
will consist of varying numbers of occupants resulting in varying minimal water
requirements. This can make a lifeline program difficult to administer.

P a r t i c i p a n t s .  L i f e l i n e  ra t e s  a n d  l o w - i n c o m e  d i s c o u n t s  s h o u l d  n o t  b e  o f f e re d  t o
a l l  r e s i d e n t i a l  c u s t o m e r s .  O n l y  t h o s e  c u s t o m e r s  t h a t  m e e t re e s t a b l i sh e d  i n co m e
e l i g i b i l i t y  c r i t e r i a  shou l d  be  o f f e red  t hese  ra t e  a l t e rna t i ves .  The  de t e rm i na t i on  o f  an
a p p ro p r i a t e  i n co m e  l e ve l  a t  w h i ch  t o  o f f e r  t h e  a l t e rn a t i ve  i s  a  l o ca l  u t i l i t y  d e c i s i o n .
The use o f  t he federa l  povert y  l eve l  f or  a  fami l y  o f  f our  can be a  reasonable  suggested
s t a r t i n g  p o i n t .  S i n c e  f a m i l y  s i z e s va ry , u s i n g  a  p e r c e n t a g e  o f  t h i s  m e a s u r e ,  f o r
example 150 percent  o f  t he federa l  pover t y  l eve l  f o r  a  f ami l y  o f  f our ,  may be usefu l  f o r
de t e rm i n i ng  e l i g i b i l i t y .

D e t e r m i n a t i o n  o f  d i s c o u n t s .  T h e  d e t e r m i n a t i o n  o f  t h e  a m o u n t  o f  t h e
discount  or  subsidy to  of fer  i s  a lso a subject i ve decis ion that  must  be made at  the local
l eve l .  A  de t e rm i nan t  t ha t  m ay  be  cons i de red  i s  t he  annua l  househo l d  w a t e r  b i l l  as  a
percentage o f  t yp i ca l  househo ld  i ncome.  The l i f e l i ne  ra tes  o r  d i scount  wou ld  be  se t  a t
a  l eve l  such that  t he annual  water  B i l ]  would  not  exceed some percentage of  est imated
household  i ncome.

Lifeline rates might be better administered by collecting family size and
household income information. This would allow both income eligibility and the
quantity of water provided at lifeline rates to be related to household size.

Applications

I

I

L i f e l i ne  ra t es  o r  l ow - i ncom e d i scoun t s  m ay  be  cons i dered  i n  t he  f o l l ow i ng  s i t ua t i ons :

•  The  l oca l  cos t  o f  w a t e r  se rv i ce  i s  h i gh  re l a t i ve  t o  o t he r  s i m i l a r  w a t e r  u t i l i t i es .
•  A  s i gn i f i can t  pe rcen t age  o f  res i den t i a l  cus t om ers  a re  pe rce i ved  t o  be  unab l e  t o

af f o rd  water  serv i ce .

Evaluation and study should be performed to make sure that both these
conditions exist in sufficient magnitude to justify further consideration of such rates.

T h e  u s e  o f  l i f e l i n e  r a t e s  a n d  l o w - i n c o m e  d i s c o u n t s  s h o u l d  b e  d i s c o u r a g e d  i n
a r e a s  w i t h  e x t r e m e  w a t e r  s h o r t a g e s  a n d  w h e r e  w a t e r  u s e  i s  o f  c o n c e r n .  T h i s
a l t e rna t i ve  may encourage grea ter  use  among t he  e l i g i b l e  cus tomers  and t here fo re  be
i ncons i s t en t  w i t h  t he  need  t o  reduce  wa t e r  consum pt i on .  I n  t h i s  case ,  t he  bene f i t s  t o
c u s t o m e r s  w h o s e  w a t e r  c o s t s  m i g h t  b e  r e d u c e d  w o u l d  h a v e  t o  b e  w e i g h e d aga i ns t
water use concerns.
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ADVANTAGES AND DISADVANTAGES

Financial Sufficiency

I
I

Lifeline rates and low-income discounts do not present a major obstacle to revenue
stability, though they may be less stable than some other rate alternatives. If the
rates are properly developed, the revenues recovered under the lifeline rate or
low-income discount should be reasonably stable because consumption has been set
for minimum requirements. However, a key consideration is to determine how to
recover the subsidies provided by the rate. The subsidy could be recovered only from
the residential class. If the revenues recovered under rates for other classes do not
include any subsidy for the lifeline or discounted rates, the revenues under the
undiscounted rates will then correspond well to changes in consumption levels or
utility operating conditions. '

Equity
Since lifeline rates and low-income discounts involve subsidized rates to certain
residential customers, those particular customers do not contribute their relevant
share of costs. Ineligible customers generally bear noncost-based price increases to
provide the subsidy. If possible, the lifeline rate should be established so that all
variable production costs are recovered.

I
I
I
I

Impact on Customers
The adoption of this rate alternative results in decreased water bills for those
customers eligible for the lifeline rate or the low-income discount. Ineligible
customers would encounter increased water bills. The amount of increase to these
customers would depend on: (1) the relative number of customers being subsidized
through the lifeline or low-income discount rates; (2) the amount of the subsidy that
was granted; and (3) the method for recovering the subsidy from other customers or
classes. In some cases, the number of eligible customers is relatively small, as is the
amount of the subsidy As a result, the impact on the unsubsidized customers may be
relatively insignificant.I

I
Simplicity
While the concept and application of this rate alternative is relatively easy for
customers to understand, the eligibility criteria may seem confusing.

Implementation

I
I
I

The implementation of-lifeline rates or low-income discounts is particularly complex.
This is one of its major problems. While the design of the rates is straightforward, the
determination of several key factors is difficult. Those factors include:

• The minimum sanitary requirement to which the rate alternative would apply,
• Income eligibility criteria. The varying number of household inhabitants

compounds this problem.

• The level of subsidy to allow. While the US government publishes poverty level
statistics, these vary by household size..In any case, the subsidy should be of
sufficient magnitude to provide adequate relief to the intended customers.

• The additional cost of administering the program, including personnel to create,
implement, and operate the programs, and changes to the billing and collection

I
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I
I
I

system. The cost of administering the program should be evaluated against the
cost of the benefits to the targeted customers. If costs exceed benefits, simple
direct payments to targeted customers might be an alternative to consider.

Once the rates are determined, the administrat ion of  l i f el ine rates and
low-income discounts is made difficult due to the income verification procedures that
are necessary. Not only do customer income levels need to be initially determined, but
they should be verified periodically to ensure continued eligibility. Local agencies that
provide other forms of assistance may be useiiil in this endeavor.

4

I Conservation

I
I

Lifeline rates and low-income discounts provide no conservation or water reduction
incentive to those that receive the subsidy. Since water is sold below cost, the pricing
incentive to reduce consumption is lessened. Water use among the subsidized
customers could increase, especially during peak periods. The impact on demand
should be carefully considered in areas where water supplies are scarce.

Since the impact on those not receiving the lifeline or low-income subsidy is
typically minimal, there is little to no conservation impactor these customers.

I HISTORICAL PERSPECTIVE

I
I

Lifeline rates for electric utility service were considered by numerous state public
service commissions in the early 1980s as one of the requirements of the 1978 Public
Utility Regulatory Policy Act (PURPA). As the cost of water increases, lifeline rates
are being considered by the water utility industry with greater frequency. These rate
structures, however, have been the source of controversy among rate technicians in
the electric, gas, and telephone industries. As a result, lifeline rates have not been
widely adopted by these utilities.

EXAMPLE

Rate Determination

I
I
I
I
I

A lifel ine rate structure determination is presented below. In this example, it is
assumed that 40 gal per capita per day is a minimum sanitary requirement. For a
household of four, this .results in annual water use of 60,000 gal (5000 gal per month).
The uti l i ty has also determined that customers with annual incomes at or below
$9000 should become eligible for a lifeline water rate and that there are 200 such
households in the service area. Because the utility chose a fairly low eligibility level
when compared to the federal poverty level, it decided that the annual water bill with
minimum sanitary usage should not exceed 1 percent of the annual income or $90 per
year.

Under the current water rates, a household using 60,000 gal per year would
have an annual water bill of $105.60 based on an annual service charge of $47.40 and
a usage charge of $58.20. As shown on Table 3-1, the annual water bill would have to
be reduced by $15.60 to achieve the desired annual bill of $90 for eligible low-income
customers.

The utility has chosen to affect the entire reduction through the consumption or
usage charges, rather than reducing its service charges. As a result, the annual usage
charge would have to be reduced from $58.20 per year to $42.60 per year to achieve
the annual reduction of $15.60. Table 3-2 shows the lifeline rate of $0.710 for the first
5000 gal per month would result in annual usage charges equal to the goal of $42.60.

I
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E

T a b l e  3 - 1  S y s t e m  C h a r a c t e r i s t i c s  a n d  A s s u m p t i o n s

Minimum Sani tary Use 60,000 gal/year
5000 gal/month
S$9000 per year
200

I
I
I
I
I

Eligibility (Income)
Estimated Eligible Customers
Desired Maximum Annual Water Bill:

One percent of eligible income ($9000/year)
Annual Charge Under Current Rates:

Service charge
Water use (5000 gal/month)

$90/year water bill

Total

Necessary Reduction to Annual Bi l l

$47.40
58.20

$105.60

$15.60

I Tab l e  3 -Z  C a l cu l a t i on  o f  L i f e l i ne  R a t e

Current Consumption Charge Revenue
Required Reduction

$58.20
15.60

Revised Consumption Charge Revenue $42.60

I Calculation of Lifel ine Rate:
Revenue
Usage
Rate/thous gal

$42.60
60,000 gaVyear

$0.710

200
$3120

Calculation of Lifeline Subsidy:
Number of eligible accounts
Total subsidy

Increase in Other Rates Required 0.148%

Current
Rates

Lifel ine Rates
El igible* Inel igible

$01100 $0.9714
0.9714 0.9714
0.8613 0.8613

$06810 $0.6810

First 5000 gaVmonth
Next 10,000 gaVmonth
Next 1,485,000 gaVmonth
Over 1,500,000 gaVmonth

$0.970
0.970
0.860

$0.680

*Applies only to customers meeting income eligibility requirements.

I
I

Subsidy Required

I
I

The next step in the calculation of the lifeline rates is to determine the amount of
subsidy that the reduced lifeline rate requires and how all other rates should be
adjusted to produce this subsidy. Having determined that 200 households are eligible
for the lifeline rates, the utility can calculate the amount of revenues that would be
lost under this alternative. It is assumed that all 200 eligible households will use the
minimum volume of 5000 gal per month. The annual lost revenues from this subsidy
is determined by multiplying 200 by the per account subsidy of $15.60 to derive a
total annual subsidy of $3120. To recover this from all other customers will require an
across-the-board increase in the nonlifeline rates of 0.148 percent.

Table 3-2 presents the current rates and lifeline rates that result from this
calculation. The utility has added an extra initial rate block for the first 5000 gal per



LIFELINE RATES/LOW-INCOME DISCOUNTS 15

Table 3-3 Impact of Lifeline Rate

I
I
I
I
I

Meter Size
in.

Monthly
Usage

#3

Current
Cost/

Month*

Cost With
Lifeline/
Month* Increase

Percent
Increase

0
500
668

1000
3000

50,000
1,000,000
1,500,000

*Includes service charges as follows:

5/8

5/8
L i f e l i ne
5/8

5/8
2
4
8

Monthly
Usage

thous gal

0.000
3.740
5.000
7.480

22.440
374.000

7480.000
11,220.000

$3.95
7.58
8.80

11.21
24.90

330.34
5383.35

$7951.25

$3.95
7.58
7.50

11.22
24.93

330.82
5391.26

$7962.91

$0.00
0.00

-1.30
0.01
0.03
0.48
7.91

$11.66

0.0
0.0

_14.8
0.1
0.1
0.1
0.1
0.1

Meter Size-in.

5/8

2

4

8

Monthly Charge

$3.95
7.05

25.30
$50.00

month .at the calculated lifeline rate. This rate would be available only to customers
that met income eligibility requirements. It should be noted that customers eligible
for the lifeline rate begin paying the normal or "ineligible" rates after their usage
exceeds the minimum use of 5000 gal per month. All customers ineligible for the
lifeline rate pay the same rate for the first two rate blocks.

Table 3-3 presents the impact of the lifeline example presented above. As stated
earlier, the impact on ineligible customers is typically minimal, but depends on
numerous factors.

The example allocated the lifeline rate subsidy to all other customers. It is
preferable to allocate the subsidy only to the residential class.

I
I
I
I
I
I L o w - I n c o m e  D i s c o u n t

With a low-income discount, the utility's rates or bills are discounted for eligible
customers, typically across the board. It is possible to discount only the consumption
charges or a portion of the consumption charges (up to 5000 gal per month, for
example). As with the lifeline rates, the subsidy provided by the discount would have
to be allocated back to the other customers to ensure that the utility recovers its total
revenue requirements.

SUMMARY
I
I
I
I
I

Lifeline rates and low-income discounts may be more widely used as the cost of water
service grows relative to other goods and services. Since water is considered a
necessity, many utilities may decide that arrangements to provide minimal quantities
of service to those customers otherwise unable to afford service is a proper utility
function. In developing lifeline rates or low-income discounts, utilities should develop
rates that ensure that only eligible customers receive the benefits and that the
determination of discount amounts and/or use allowances are properly reflected. This
will ensure that subsidies provided by this rate alternative do not unfairly burden
other customers. The utility must also weigh the benefits received against the cost of
administering the program.
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Arizona American I Havasu Water Division
Test Year Ended December 31, 2001

Comparison of Present, Company Proposed Rebuttal Rates
Acc Staff Proposed Rates, RUCO Staff Proposed Rates

Exhibit
Kozo ran Rebuttal Schedule 1
Page 5
Witness: Kozo ran

Units

Sex;/ed

$

A c c

Staff

Proposed

Rates

9.24 $

15.80

A c c

Staff

Dollar

Increase

(Decrease)

Over

Present

B338

(0.76)

(1 .30)

A c c

Staff

Percent

Increase

(Decrease)

Over

Present

BEl§§

-7.60% s

-7.60%

31 .04

42.13

53.21

(2.56)

(3.47)

(4.39)

-7.62%

-7.61 %

-7.62%

44

56

e4

65

67

89

102

129

153

Company

Proposed

Reburial

B818

12,99 s

22.23

31 .20

43.68

59.28

74.88

260.00

520.00

571 .56

727.44

831 .36

844.35

870.33

Company

Dollar

increase

(Decrease)

Over

Present

B318

2.99

5.13

7.20

10_08

13.68

17.28

60.00

120.00

131 .Se

167.44

191 .36

194.35

200.33

266.11

304.98

385,71

457.47

406.49

517.35

591 .be

600.50

618.98

822.22

942.32

1,191 .76

1,413.48

RUCO

Staff

Proposed

Rates

10.75 s

18.00

25.00

32.00

44.00

61 .00

215.00

430.00

473.00

602.00

888.00

698.75

720.25

956.75

1 ,096.50

1,386.75

1 ,644.75

Present

Boxes

10.00 s

17 .10

24 .00

33.60

45.60

57.60

200.00

400.00

440.00

560 .of

640.00

650.00

670.00

890.00

1 ,020.00

1 ,290.00

1 ,530.00

1 ,000

1,156.11

1:324_98

1,675.71

1,987.47

1,000

Company

Pement

Increase

(Decrease)

Over

Present

a m s

29.90% s

30.00%

30.00%

30.00%

30.00%

30.00%

30.00%

30.00%

29.90%

29.90%

29.90%

29.90%

29.90%

29.90%

29.90%

29.90%

29.90%

0.00%

(33.51 )

(42.65)

(48.74)

(49.50)

(51.02)

(67.78)

(77.68)

(98.24)

(116.52)

(1 ,000)

-7.62%

.7 .62%

.7 .62%

-7 .62%

-7 .61 %

-7.62%

-7.62%

-7.62%

-7.62%

-100 .00%

RUCO

Staff

Dollar

Increase

(Decrease)

Over

Present

B l i s s

0_75

0 .90

1 .of

(1 .60)

(1 .e0)

3.40

15.00

30.00

33.00

42.00

48.00

48.75

50.25

68.75

78.50

96.75

114.75

(1 ,000)

RUCO

Staff

Percent

Increase

(Decease)

Over

Present

B818

7.50%

5.26%

4. 17%

-4.76%

.3_51 %

5.90%

7.50%

7.50%

7.50%

7_50%

7.50%

7.50%

7.50%

7.50%

7.50%

7.50%

7.50%

-100.00%

44

56

64

65

67

89

102

129

153

44,000

56,000

e4,000

65,000

67,000

a9,000

102,000

129,000

153,000

44,000

56,000

64,000

65,000

67,000

89,000

102,000

129.000

153,000

(44,000)

(56,000)

(64,000)

(65,000)

(67,000)

(89,000)

(102,000)

(129,000)

(153,000)

-100.00%

-100_G0%

-100.00%

-100.00%

_100.00%

-100.00%

-100.00%

-100.00%

-100.00%

(44,000)

(56,000)

(64,000)

(65,000)

(67,000)

(89,000)

(1 02,000)

(129,000)

(153,000)

-100.00%

-100.00%

-100.00%

-100.00%

-100_00%

-1oo.oo%

-100.00%

-100.00%

-100.00%

4,000

100 ,000

Infinite

Infinite

Infinite

Infinite

Line

MQ.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

KG

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

39

$ $

0.65

0.65

0.65

0.60

0.60

0.60

45.77%

45.77%

45.77%

45.80%

45.80%

45.80%

0.81

1.21

1.45

0.81

1.21

1.45

(0.61)

(0.21)

0.03

(0.50)

(0.10)

0.14

-42.96%

-14.79%

2.11 %

-38.17%

-7.63%

10.69%

1.72

1.72

1.72

1.72

1.72

1.72

0.30

0.30

0.30

0.41

0.41

0.41

21.13%

21.13%

21.13%

31.30%

31 .so%

31 .30%

I
I
I
I
I
I
|
I
I
I
I
I
|

Monthly Minimums

5/8 x 3/4 Inch

1 Inch

1 1/2 Inch

2 Inch

3 Inch

4 Inch

6 Inch

e Inch

Multi-Family 1'Meter

Multi-Family2" Meter

Multi-Family4' Meier

Multi-Family2' Meter

Multi-Family4' Meter

Multi-Family 1"Meter

Multi-Family2' Meter

Multi-Family4" Meter

Multi-Family4" Meter

Gallons In Minimum, All Except

Multi-Family

Multi-Family1"Meter

MuIG-Family2" Meter

Multi-Family4' Meter

Multi-Family2" Meter

Multi-Family4' Meter

Multi-Family 1"Meter

Multi-Family2' Meter

Multi-Family4" Meter

Multi-Family4' Meter

Gallons in Tiers

Tier 1: Gallons upper Ilmlt Infinite Infinite

Tier 2: Gallons upper limit lnnnite Infinite

Tia 3: Gallons upper limit Infinite Infinite

Cnmmnrlitv Rate: (her 1 non aallnns over minimum and her Tiers

Au, summer rate Tier 1 $ 1.42 $ 2.07

All, summer rate Tier 2 1.42 2.07

All, summer rate Tier 3 1 .42 2.07

All, winter rate Tier 1 1.31 1.91

All, winter rate Tier 2 1.31

All, winter rate Tier 3 1 .31

1.91

1,91
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Arizona American/ Mohave Water Division
Test Year Ended December 31, 2001

Compan'son of Present, Company Proposed Rebuttal Rates
Acc Staff Proposed Rates, RUCO Staff Proposed Rates

Exhibit
Kozo ran Rebuttal Schedule 1
Page 6
Witness: Kozo ran

Company Company

Dollar Percent

Increase Increase

(Decrease) (Decrease)

Over Over

Present Present

133155 Base;

A c c

staff

Proposed

Rates

ACC A c c

Staff Staff

Dollar Percent

Increase Increase

(Decrease) (Decrease)

Over Over

Present Present

Baas 83185

RUCO

Staff

Proposed

Rates

RUCO RUCO

Staff Staff

Dollar Percent

Increase Increase

(Decease) (Decrease)

Over Over

Present Present

Bates BaI§§

Company

Proposed

Rebuttal

Bains
Cu warmers

9.03 $ 0.38 4.39% s (1 .38) -15.93% $ 7.45 s (1.20) _13,B7%

$

s

s

s

s

s

s

15.00 15.68

25.00 26.15

30.00 31 .38

60.00 62.77

90.00 94.17

200.00 209.27

400.00 418.56

N/A 723.20

$

$

s
s
s
s
s
s

0.e8

1.15

1.38

2.77

4.17

9.27

18.56

4.53%

4.60%

4.60%

4.62%

4.63%

4.64%

4.64%

7.27 s

7.27

12.s1

21 .01

25.21

50.41

75.62

168.05

336.10

581 .23

(2.39)

(3.99)

(4.79)

(959)

(14.38)

(31.95)

(63.90)

-15.98%

-15.97%

-15.98%

-15.98%

-15.98%

-15.98%

12.90

21 .so

25.85

51 .65

77.50

172,25

344.50

596.00

(2.10)

(3.50)

(4.15)

(5.35)

(12.50)

(27.75)

(55.50)

-14.00%

~14.00%

-13.83%

-13.92%

-13.89%

-13.88%

-13.88%

7.75

7.75

7.75

8.10

8.10

8.10

0.35

0.35

0.35

4.52%

4.52%

4,52%

6.51

6.51

6.51

(1 .24)

(1.24)

(124)

-16.00%

~1s.w%

-16.w%

5.65

6.65

6.65

(1.10)

(1.10)

(1.10)

-14.19%

-14.19%

-14.19%

2.52

5.04

7.56

10.08

12.60

15.12

17.65

25.21

(0.48)

(0.96)

(1 .44)

(1 .92)

(2.40)

(2.88)

(3.35)

(4.79)

-16.00%

-16.00%

-16.00%

-16.00%

.16,00%

-15.98%

-15.98%

-15.9B%

3.00

6.00

9.00

12.00

15.00

18.00

21 .00

30.00

0.51

7.64

3.1 a

6.27

9.42

12.55

15.69

18.83

21 .96

31 .38

0.53

7.99

0.13

0.27

0,42

0.55

0.69

0.83

0.96

1 .38

0.02

0.35

4.33%

4.50%

4.87%

4.58%

4.80%

4.61%

4.57%

4.60%

3.92%

4.58% 6.42 (1 .22) -15.97%

2.60

5.15

7.75

10.35

12.90

15.50

18.10

25.65

0.44

6.55

(0.40)

(0.85)

(1 .25)

(1 .65)

(2.10)

(2.50)

(2.90)

(4.15)

(0.07)

(1 .09)

-13.33%

,14.17%

~13.89%

.13.75%

-14.00%

-13.89%

-13.81 %

-13.83%

-13.73%

-14.27%

1000

2000

1000

2000

0.00%

0.00%

O

0

(1 ,too)

(2,000)

-100.00%

-100.00%

0

0

(1 ,000)

(2,000)

-100.00%

-100.00%

Line Units Present

N.Q_ Mqnthlv Minimums Sewer! Bales

1 RoI:-Iential Cnmmemial Irriqafinn Resale anti MIsrv»=IIaner>n4

2 5/8 x 3/4 Inch s 8.65 s

3 3/4 Inch

4 1 Inch

5 1 1/2 in<:h

6 2 Inch

7 3 Inch

8 4 Inch

9 6 Inch

10 8 Inch

11 10 Inch

12 Regidengial Rio water

13 5/e Inch (a)

14 1 Inch (a)

15 2 Indy (a)

16 Private Hre

17 2 Inch or smaller (a)

18 4 Inch (a)

19 6 Inch (a)

20 B Inch (a)

21 10 Inch

22 12 Indl (a)

23 14 Inch (a)

24 20 Inch

25 Per Sprinkler Head (a)

26 per each Private Fire Hydrant (a)

27 Gallons In Minlmum

2B

29

30

a l

:so

33

34

35

36

37

38

39

40

41

All (except Rio water 8. Multi-Units

Rio Water

Multi-Unit & Multi-Family (a)

Residential MF 5/8" Meter

Residential MF 1' Meter

Residential MF 1.5' Meter

Residential MF 2' Meter

Residential MF 4' Meter

Residential MFG' Meter

Commercial 5/8'Meter

Commmerical 1 'Meter

Commercial 1.5" Meter

Commercial 2' Meter

Cnmmoditv Rates (her 1 no

4,956.45 5,174.19 217,74

2,266.30 2,365.86 99.56

1,124.50 1,173.90 49.40

13,191 .25 13,770.75 579.50

925.55 966.21 40.66

9,117.10 9,517.62 400.52

813.10 848,82 35.72

190.30 198.66 8.36

43.25 45.15 1.90

155.70 182.54 6.84

m¢lm and her WP! All Fxnenl Rim Water)

1 .48 s 1 .55 0.07

1.48 1 .55 0.07

1 .48 1 .55 0.07

4.38%

4.39%

4.39%

4.39%

4.39%

4.39%

4.39%

4.39%

4.39%

4.39%

4,165.71

1,904.74

945.10

11,086.76

777.89

7,662.58

683.38

159.94

36.35

130.86

U90.74)

(36156)

(179.40)

(2,104.49)

(147.66)

(1 l454.52)

(129.72)

(30.36)

(6.90)

(24.84)

-15.95%

-15.95%

-15.95%

-15.95%

-15.95%

-15.95%

-15.95%

-15.95%

-15.95%

-15.95%

4,268.85

1,951 .90

968.50

11 ,861 .25

797.15

7,852.30

700.30

163.90

37.25

134.10

(687.60)

($14.40)

(156.00)

(1 ,B30.00)

(128.40)

(1,264.B0)

(112.80)

(26.40)

(8.00)

(21 .60)

-13.87%

-13.87%

-13.87%

-13.87%

-13.87%

-13.87%

-13.87%

-13.87%

-13B7%

-13.87%

4.73%

4 ] 3 %

4.73%

0.81 $

1.z:s

1.47

(0.67)

(025)

(0.01 )

-45.27%

-16.89%

~0,6B%

1.24 $

1.24

1.24

(0.24)

(0.24)

(0.24)

-16.22%

-16.22%

-16.22%

42

43

44

45

46

47

48

49

573

262

130

1525

107

1054

94

22

5

CB

0 gailrvns over mini

Tier 1 $

Tier 2

Tier 3

Cnmmodivv Rave# Rim WH!P[

Tier 1

Tier 2

Tier 3

s 1,75 s

1.75

1.15

1.83

1.83

1.83

0.05

0.08

0.08

4.57%

4.57%

4_57%

0.81

1.23

1.47

(0.94)

(0.52)

(0.28)

-53.71 %

-29.71 %

-16.00%

1.43

1.43

1.43

(0.32)

(0.32)

(0.32)

-18.29%

-18.29%

-18.29%

4,000

100,000

Infinite

1.25

lr\finiIE

Infinite

Infinite

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

50

51

52

53

54

Gallons in Tiers

Tsar 1: Gallons upper limit

11er z- Gallons upper limit

Tier 3: Gallons upper limit

ACC Staff public Authority Private Ere; Infinite

(a) Monthly Minimum times Units

Infinite

Infini&e

ln6nite

Quantity $
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Arizona American I Sun City Water
Test Year Ended December 31 , 2001

Impact of Switching Youngtown Water Service from Commercial to In°igation Classification
Based on Usage from October 2002 through September 2003 / Company Rates

Exhibit
Kozo ran Rebuttal Schedule 4
Page 1
Witness: Kozo ran

Column Numbers-- -> 1 2 3 4 5 ft
(Cols.3-1) (Cols.4-2)

Billing as
2 Inch Irrigation

l ls-noe
255,000
532,000
654,000
691,000
578,000
113,000

$

Difference in
. .

Rebuttal
Present Proposed
Rates Bates

(67.33) $ (1 14.74)
(142.12) (242.16)
(175.06) (298.28)
(185.05) (315.30)
(154.54) (263.32)

(28.99) (49.42)

Year &
Month

Sept. '03
Aug. '03
July '03
June '03
May '03
April '03
March '03
Feb. '03
Jan. '03
Dec. '02
Nov. '02
Oct. '02
Totals

Present
Rates

$ 206.75
386.80
466.10
490.15
416.70
1 14.45
41 .00

109.25
1 1 1.20
176.85
484.30
159.95

$3,163.50

Rebuttal
Proposed

Rates
$ 356.12

666.36
803.00
844.44
717.88
197.08

70.52
188.12
191 .48
304.60
834.36
275.48

$5,449.44

Company's Present and Proposed Rebuttal Rates
Billing as

2 Inch Commercial
Rebuttal
Proposed

Rates
$ 470.86

908.52
1,101 .28
1,159.74

981 .20
246.50
70.52

233.86
238.50
398.18

1,145.52
357.10

$7,31 1 .88

105,000
108,000
209,000
682,000
183,000

4,110,000

Present
Rates

$ 274.08
528.92
641 .16
675.20
571 .24
143.44
41 .00

136.08
138.84
231 .76
666.92
207.84

$4,256.48

(26.83) (45.74)
(27.64) (47.12)
(54.91) (93.58)

(182.62) (311.16)
(47.89) (81 .62)

$(1 ,092.98) $(1 ,862.44)

Difference in

I
Year &
MQIJIH

Sept. '03
Aug. '03
July '03
June '03
May '03
April '03
March '03
Feb. '03
Jan. '03
Dec. '02
Nov. '02
Oct. '02
Totals

l Isaqe
368,000
325,000
362,000
295,000
232,000
398,000
198,000
226,000
213,000
353,000
442,000
395,000

3,807,000

$

Present
133188

407.04
367.48
401 .52
339.88
281 .92
434.64
250.64
276.40
264.44
393.24
475.12
431 .88

$4,324.20

Billing as
3 Inch Gommerciad

Rebuttal
Proposed

Baifzs
$ 699.28

631 .34
689.80
583.94
484.40
746.68
430.68
474.92
454.38
675.58
816.20
741 .94

$7,429.14

$

Present
1321188
309.20
281 .25
305.30
261 .75
220.a0
328.70
198.70
216.90
208.45
299.45
357.30
326.75

$3,314.55

Billing as
a inch lrrigatiqn

Rebuttal
Proposed

Rates
$ 532.56

484.40
525.84
450.80
380.24
566.16
342.16
373.52
358.96
515.76
615.44
562.80

$5,708.64

. .

Rebuttal
Present Proposed
Ba1§§ Bates

$ (97.84) $ (16612)
(86.23) (146.94)
(96.22) (163.96)
(78.13) (133.14)
(61.12) (104.16)

(105.94) (180.52)
(51 .94) (88.52)
(59.50) (101 .40)
(55.99) (95.42)
(93.79) (159.82)

(117.82) (200.76)
(105.13) (179.14)

$(1 ,009.65) $(1 ,720.50)

Total Difference for 2 Inch & 3 Inch Meter, Commercial vs. Irrigation
(Line 13 + 32)

$(2,102.63) $(3,582.94)

Present Rates:

Monthly Minimum 2"
Monthly Minimum 3"
1st 8,000 Gallons/ Com.
Gallons in excess of 8,00t

Proposed Rates
Commerical Gustomer Classification

$ 41 .00 Monthly Minimum 2"
$ 70.00 Monthly Minimum 3"

0.73 1st 8,000 Gallons
0.92 Gallons in excess of 8,001

70.52
120.4
1.26
1.58

I
I

Line
MQ..

1
2
3
4
5
6
7
8
g
10
1 1
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32

33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48

Present Rates: Proposed Rates
Irrigation Qustemer Classification

$ 41.00 Monthly Minimum 2"
$ 70.00 Monthly Minimum 3"

0.65 All Gallons

Monthly Minimum 2"
Monthly Minimum 3"
All Gallons

70.52
120.4
1.12



I
I Arizona American l Sun city Water

Test Year Ended December 31 , 2001
Impact of Switching Youngtown Water Service from Commercial to Irrigation Classification

Based on Usage from October 2002 through September 2003 /ACC Staff Rates

Exhibit
Kozo ran Rebuttal Schedule 4
Page 2
Witness: Kozo ran

Column Numbers-----> 1 z 3 4 5
(Cols. 3 -

5
1) (Cols.4-2)

CQmpany's Present and Acc Staff proposed Rates
Billing as

2 Inch Qemmercial
Acc Staff
Proposed

Billing as
z Inch Irrigation

Difference in

l lsaqe
255,000
532,000
654,000
691 ,000
578,000
1 13,000

$

Year &
MQDH1

Sept. '03
Aug. '03
July '03
June '03
May '03
April '03
March '03
Feb. '03
Jan. '03
Dec. '02
Nov. '02
Oct. '02
Totals

105,000
108,000
209,000
682,000
183,000

4,110,000

Present
133185

$ 274.08
528.92
641.16
675.20
571.24
143.44
41.00

136.08
138.84
231.76
666.92
207.84

$ 4,256.48

83185
s 384.96

769.99
939.57
991 .00
833.93
187.58
30.51

176.46
180.63
321 .02
978.49
284.88

$ 6,079.06

Present
83185

$ 206.75
386.80
466.10
490.15
416.70
1 14.45
41 .00

109.25
111.20
176.85
484.30
159.95

$ 3,163.50

Acc Staff
Proposed

Ba!§§
273.37
511 .59

616.51
648.33
551 .15
151 .25
54.07

144.37
146.95

233.81
640.59
211 .45

$ 4,183.44

. .

Acc Staff
Present Proposed
BBIQS 133195

$ (67.33) $ 111159)
(142.12) (258.40)
(175.06) (323.06)
(185.05) (342.67)
(154.54) (282.78)
(28.99) (36.33)

- 23.56
(26.83) (32.09)
(27.64) (33.68)
(54.91) (81.21)

(182.62) (337.90)
(47.89) (73.43)

$(1 ,092.98) $(1 ,895.62)

Billing as
a Inch Commercial

Year &
Msmlh

Sept. '03
Aug. '03
July '03
June '03
May '03
April '03
March '03
Feb. '03
Jan. '03
Dec. '02
Nov. '02
Oct. '02
Totals

Billing as
a Inch Irrigation

Acc Staff
Proposed Present

Difference in
Billing at

Acc Staff
Proposed

\ Isaoe
368,000
325,000
362,000
295,000
232,000
398,000
198,000
226,000
213,000
353,000
442,000
395,000

3,807,000

Present
Bali-2§

$ 407.04
367.48
401.52
339.88
281 .92
434.64
250.64
276.40
264.44
393.24
475.12
431 .88

$ 4,324.20

Acc Staff
Proposed

Balfzi
$ 580.28
$ 520.51
$ 571.94
$ 478.81
$ 391.24
$ 621.98
$ 343.98
$ 382.90
$ 364.83
$ 559.43
$ 683.14
$ 617.81
$ 6,116.87

Present
Bales

$ 309.20
281 .25
305.30
261 .75
220.80
328.70
198.70
216.90
208.45
299.45
357.30
326.75

$ 3,314.55

133185
408.80
371 .82
403.64
346.02
291 .84
434.60
262.60
286.68
275.50
395.90
472.44
432.02

$ 4,381.86

Ba185
$ (97.84) $

(86.23)
(96.22)
(78.13)
(61 .12)

(105.94)
(51 .94)
(59.50)
(55.99)
(93.79)

(117.82)
(105.13)

$(1 ,009.65)

83185
(171 .48)
(148.69)
(168.30)
(132.79)

(99.40)
(187.38)
(81.38)
(96.22)
(89.33)

(16353)
(210.70)
(185.79)

$(1 ,7a5.01 )

Total Difference for 2 Inch & 3 Inch Meter, Commercial vs. Irn'gation

(Line 13 + 32)

$(2,102.6a) $(3,630.63)

Present Rates: Ac;c Staff Proposed Rates

Monthly Minimum 2"
Monthly Minimum 3"
1st 8,000 Gallons/ Com.
Gallons in excess of 8,001

Commerical Customer classmcation
$ 41 .00 Monthly Minimum 2"
$ 70.00 Monthly Minimum 3"
$ 0.73 1st4,000 Gallons
$ 0.92 Gallons from 4,001 to 100,000

Gallons Over 100,001

$
$
$
$
$

54.07
92.32
0.78
1.17
1 .39

Present Rates: Acc Staff Proposed Rates

I

Line

MQ.
1
2
3
4
5
6
7

8
g
10
11
12
13

14
15
16
17
18
19
20
21
22
23
24

25
26
27
28
29

30
31
32

33
34

35
36
37
38
39
40
41
42
43
44
45
45
47
48
49

Monthly Minimum 2"
Monthly Minimum 3"
All Gallons

lrriqatiqn Customer Classification
$ 41 .00 Monthly Minimum 2"
$ 70.00 Monthly Minimum 3"
$ 0.65 All Gallons

$
$
$

54.07
92.32
0.86



Arizona American I Sun City Water
Test Year Ended December 31, 2001

Impact of Switching Youngtown Water Service from Commercial to Irrigation Classification
Based on Usage from October 2002 through September 2003 / RUCO Staff Rates

Exhibit
Kozo ran Rebuttal Schedule 4
Page 3
Witness: Kozo ran

Co\umn Numbers- > 1 2 a 4 5
(Cols. 3 -

§
1) (Co!s.4-2)

<2ompany's Present and RUGO Staff Proposed Rates
Billing as

2 inch Commercial
Billing as

2 inch lrriaaticrn

l usage
255,000
532,000
654,000
691 ,000
578,000
113.000

$ $ $

Present
BaI§§

(67.33) $
(142.12)
(175.06)
(185.05)
(154.54)
(28.99)

Difference in
. .

RUCO Staff
Proposed

Raises
173.25
358.84
440.58
465.37
389.66
78.1 1

Year &
MQDIU

Sept. '03
Aug. '03
July '03
June '03
May '03
April '03
March '03
Feb. '03
Jan. '03
Dec. '02
Nov. '02
Oct. '02
Totals

RUCO Staff
Proposed

138128
$ 367.53

724.86
882.24
929.97
784.20
184.35
40.98

174.03
177.90
308.19
918.36
274.65

$ 5,767.26

Present
Ba1e§

206.75
386.80
466.10
490.15
416.70
114.45
41 .00

109.25
111 .20
176.85
484.30
159.95

$ 3,163.50

RUCO Staff
Proposed

133185
$ 540.78

1,083.70
1,322.82
1,395.34
1,173.86

262.46
40.98

246.78
252.66
450.62

1,377.70
399.66

$ 8,547.36

105,000
108,000
209,000
682,000
183,000

4,110,000

Present
83188

274.08
528.92
641.16
675.20
571 .24
143.44
41 .00

136.08
138.84
231 .76
666.92
207.84

$ 4,256.48

(26.83) 72.75
(27.64) 74.76
(54.91) 142.43

(182.62) 459.34
(47.89) 125.01

$(1,092.98) $ 2,780.10

Billing as
a lmzh Gonunercial

Billing as
a inch lrriqatiqn

Difference in
. .

RUCO Staff
ProposedYear &

Mslnih
Sept. '03
Aug. '03
July '03
June '03
May '03
April '03
March '03
Feb. '03
Jan. '03
Dec. '02
Nov. '02
Oct. '02
Totals

I Isaac
368,000
325,000
362,000
295,000
232,000
398,000
198,000
226,000
213,000
353,000
442,000
395,000

3,807,000

$

Present
83125

407.04
367.48
401 .52
339.88
281 .92
434.64
250.64
276.40
264.44
393.24
475.12
431 .88

$ 4,324.20

RUCO Staff
Proposed

Rates
$ 542.28
$ 486.81
$ 534.54
$ 448.11
$ 366.84
$ 580.98
$ 322.98
$ 359.10
$ 342.33
$ 522.93
$ 637.74
$ 577.11
$ 5,721.75

$

Present
Ba12§

309.20
281 .25
305.30
261 .75
220.80
328.70
198.70
215.90
208.45
299.45
357.30
326.75

$ 3,314.55

RUCO Staff
Proposed

B3!2§
791 .27
706.99
779.51
648.19
524.71
850.07
458.07
512.95
487.47
761 .87
936.31
844.19

$ 8,301.60

Present
83185

$ (97.84) $
(86.23)
(96.22)
(78.13)
(61 .12)

(105.94)
(51 .94)
(59.50)
(55.99)
(93.79)

(117.82)
(105.13)

$(1 ,009.65)

8a125
248.99
220.18
244.97
200.08
157.87
269.09
135.09
153.85
145.14
238.94
298.57
267.08

$ 2,579.85

Total Difference for 2 Inch & 3 Inch Meter, Commercial vs. Irrigation
(Line 13 + 32)

$(2,102.63) $ 5,359.95

Present Rates: Ruco Staff Proposed Rates

Monthly Minimum 2"
Monthly Minimum 3"
1st 8,000 Gallons/ Com.
Gallons in excess of 8,001

Commerical Gusiomer Classification
$ 41.00 Monthly Minimum 2"
$ 70.00 Monthly Minimum 3"
$ 0.73 1st 8,000 Gallons/ Com.
$ 0.92 Gallons in excess of 8,001

$
$
$
$

40.99
69.99
0.99
1 .29

Present Rates: RIJGQ Staff Proposed Rates

Line

NQ.
1
2
3
4
5
6
7
8
9
10
11
12
13

14
15

16
17
18
19
20
21
22
23
24
25
26
27
28
29

30

31
32

33
34

35
36
37
38
39
40
41
42
43
44
45
46
47
48
49

Monthly Minimum 2"
Monthly Minimum 3"
All Gallons

lnigatlon Gustomer Classification
$ 41 .00 Monthly Minimum 2"
$ 70.00 Monthly Minimum 3"
$ 0.65 All Gallons

$
$
$

40.99
69.99
1 .96
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Arizona American - Agua Fria Water Division
Test Year Ended December 31, 2001

COMMODITY - DEMAND MFTHOD FUNCTION FACTORS
Plant and Depreciation Expense Allocations

Exhibit
Rebuttal Schedule G-7
Page 2
Witness: Kozo ran

I

Total Demand
0.90
0.90
0.90

Commodity
0.10
0.10
0.10

Customer

0.25

Description
Wells
Pumps & Equipment
Distribution Mains
Customer
Services
Meters
Fire Hydrants
Transportation Equip.
Office Furniture
Communication Equip.

1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00 0.25

1.00
1.00
1.00
1.00
0.75

1.00
0.75

To Approximately Match Acc Staff Proposed Rates for 5[8 Inch Meter
Demand and Commodity Allocation to Wells, Pumps and Equipment and
Distribution Mains would need to be changed to approximately match
Acc Staff's proposed monthly minimums and commodity rates. The

match would be Acc Staff's Proposed Rates to Computed Monthly
Minimum and Commodity rate wrrHouT Equity returns and
Income Taxes. Match would be based on cost only.

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33

Description
Wells
Pumps & Equipment
Distribution Mains

Required Allocations:
Total Demand Commodity

1.00 -0.25 1.25
1.00 -0.25 1.25
1.00 -0.25 1.25

Customer

I

I
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Arizona American - Agua Fria Water Division
Test Year Ended December 31, 2001

Cost of Service Study, Using Commodity Demand Method
DEVELOPMENT oF ALLOCATION FACTORS

Exhibit
Rebuttal Schedule 7
Page 2a
Witness: Kozo ran

Labor Allocation Factors
Pumping Labor
Meter Labor
Customer Labor

26.42%
11 .08%
62.50%

100.00%

Repairs and Maintenance Allocation Factors
Repairs and Maintenance Demand
Repairs and Maintenance Pumping
Repairs and Maintenance Mains
Repairs and Maintenance Services
Repairs and Maintenance Meters
Repairs and Maintenance Customer

0.00%
75.41%
0.00%

23.71%
0.87%
0.00%

100.00%

Computations shown on this work sheet are from page labeled aTrial Balance in this work book.
Allocation percentage were computed based on Expenses charged by Citizens Utilities and
are then applied to proforma amounts.



Arizona American - Agua Fria Water Division
Test Year Ended December 31, 2001

Cost of Service Study, Using Commodity Demand Method
DEVELOPMENT oF CLASS ALLOCATION FACTORS

Exhibit
Rebuttal Schedule 7
Page 3
Witness: Kozo ran

COMMODITY ALLOCATION FACTOR

(a)
Total Gallons
(in 1,000's)
In Test Year

1,042,685
12,192

128,150
68,770

275,500
117,258
122,046
265,471
71,829

M€t&f Size
5/8" X 3/4"

3/4"
1"

1-1/2"
2"

4"

8"

10"
Totals

Meter
Size

5/8" x 3/4
3/4"

1-1/2"

6 1 1

10"
Totals

Equiv-
alent

Weight
1.0
1.5
2.5
5.0
8.0

16.0
25.0
50.0
80.0

160.0

Percent
of

Total
64.68%
0.79%
8.04%
1.65%
6.86%
4.49%
1.62%
7.55%
4.32%
0.00%

100.00%2,103,901

Percent
of

Total
49.56%
0.58%
6.09°/o
3.27%

13.09%
5.57%
5.80%

12.62%
3.414%
0.000%

100.00%

DEMAND ALLOCATION FACTOR

(a) Equivalent
Number Number

of Meters of Meters
and/or and/or
Services Services

11,988 11,988
98 147

596 1,490
61 305

159 1,272
52 832
12 300
28 1,400
10 800

- 0
13,004 18,534

CUSTOMER ALLOCATION FACTOR SERVICES ALLOCATION FACTOR (b )

$

Install-
ation
Cost
355.00
355.00
405.00
435.00
565.00
750.00

1,090.00
1,600.00
1,600.00
1,600.00I

Meter
Size

5/8" X 3/4"
3/4"

1-1/2"

3 I f

10"
Totals

Number
of Meters

11,988
98

596
61

159
52
12
28
10
0

13,004

Percent
of

Total
92. 19%
0.75%
4.58°/o
0.47%
1.22%
0.40%
0.09%
0.22%
0.08%
0.00%

. 100.00%

Meter
Size

5/8" x 3/4
3/4"

1-1/2"

10"
Totals

Number
of

Services
11,988

98
596
61

159
52
12
28
10
0

13,004

Weighted
Number
Services

4,255,740
34,790

241,380
26,535
89,835
39,000
13,080
44,800
16,000

0
4,761,160

Percent
of

Total
89.38°/o
0.73%
5.07%
0.56%
1.89°/o
0.82%
0.z7%
0.94%
0.34%
0.00%

100.00%

METER ALLOCATION FACTOR (b)

I
Weighted

Meter Number Dollars
Size of Meters of Meters

5/8" x 3/4" 11,988 $ 1,258,740
3/4" 98 10,290
1" 596 128,140

1-1/2" 61 25,925
2" 159 256,785
3 ll 52 112,840
4" 12 37,140
6" 28 169,960
8" 10 60,700
10" 0 0

Totals 13,004 2,060,520
(a) Includes customer and ga 6N sold annuali on
(b) Meter and Service Line cost from Arizona Corporation Commission Memo of April 23, 2002

from Marlin Scott, Jr.. Meter costs based on compound meters. Cost of service line and

Meter
Cost
105.00
105.00
215.00
425.00

1,615.00
2,170.00
3,095.00
5,070.00
5,070.00
6,070.00

Percent
of

Total
61.09%
0.50%
6.22%
1.26%

12.46%
5.48%
1.80%
8.25°/o
2.95%
0.00%

100.00%
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Arizona American - Agua Fria Water Division
Test Year Ended December 31, 2001

Comparison of Acc Staff Proposed Rates to Computed Rates from Cost of Service Study
to Computed Rates from Cost of Service Study wi thout Equity Return and Income Taxes

Exhibit
Rebuttal Schedule G-9
Page 1
Witness: Kozo ran

Computed Commodity Cost from Rebuttal Schedule G-8, Page 4a

Computed Demand Cost for 5/8 Inch Meter from Rebuttal Schedule G-8, Page 4a
Computed Customer Cost for 5/8 Inch Meter from Rebuttal Schedule G-8, Page 4a
Computed Service Line Cost for S/8 Inch Meter from Rebuttal Schedule G-8, Page 4a
Computed Meter Cost for 5/8 Inch Meter from Rebuttal Schedule G-8, Page 4a
Computed Monthly Minimum Charge with zero gallons in minimum from Rebuttal Schedule G-8, Page 4a

$05283

$ 7.52
7.01
0.91
0.94

$ 16.38

$ 8.52

Col. 1 Col. z Col. 3 Col. 4
(Col. 2+ 3)

Acc Staff Proposed Rates
Proposed Monthly Minimum for 5/8" Meter
Proposed Commodity Rate

0 to 4,000
4,001 to 100,000

Over 100,001
Col. 5 Col. 6 Col. 7 CQL 8

(Col. 6 + 7

$ 1.20
$ 1.80
$ 2.15

COL g

(COL 8-4)

Computed c
Return and

oats, without Equity
Income Taxes

Usage
Commodity

Revenue

Commodity

Revenue

Recover

of Expenses

or,

(Lack of

Re¢:overy)

$
$

Usage

<-Level->

When

Revenues

Equal

Expenses

Monthly
Minimum
Revenue
$ 16.38
$ 16.38

16.38
16.38
16.38
16.38
16.38
16.38
16.38
16.38
16.38
16.38
16.38
16.38
16.38
16.38
16.38
16.38
16.38
16.38
16.38
16.38
16.38
16.38
16.38
16.38
16.38
16.38
16.38
16.38
16.38
16.38

$0.5283
1.06
1.58
2.11
2.64
3.17
3.70
4.23
4.26
4.75
5.28
5.81
6.34
6.87
7.40
7.92
8.45
8.98
9.51

10.04
10.57
11.09
11.62
12.15
12.68
13.21
13.74
14.26
14.79
15.32
15.85

Total
Cost of
Service
$ 16.38
$ 16.91

17.43
17.96
18.49
19.02
19.55
20.08
20.60
20.64
21.13
21.66
22.19
22.72
23.25
23.77
24.30
24.83
25.36
25.89
26.42
26.94
27.47
28.00
28.53
29.06
29.59
30.11
30.64
31.17
31.70
32.23

(No Rate

of Return

on

Equity

or Income

Taxes

Induced)

1.20
2.40
3.60
4.80
6.60
8.40

10.20
12.00
12.12
13.80
15.60
17.40
19.20
21.00
22.80
24.60
26.40
28.20
30.00
31.80
33.60
35.40
37.20
39.00
40.80
42.60
44.40
46.20
48.00
49.80
51.60

Total
Revenue
$ 8.52

9.72
10.92
12.12
13.32
15.12
16.92
18.72
20.52
20.64
22.32
24.12
25.92
27.72
29.52
31.32
33.12
34.92
36.72
38.52
40.32
42.12
43.92
45.72
47.52
49.32
51.12
52.92
54.72
56.52
58.32
60.12

(7.86)
(7.19)
(6.51)
(5.84)
(5.17)
(3.90)
(2.63)
(1.36)
(0.08)
0.00
1.19
2.46
3.73
5.00
6.27
7.55
8.82

10.09
11.36
12.63
13.90
15.18
16.45
17.72
18.9g
20.26
21.53
22.81
24.08
25.35
26.62
27.89

Line

M
1

2

3

4

5

6

7

8

g
10

1 1

12

13

14

15

16

17

18

19

20

z 1

22

23

24

25

26

27

28

29

30

3 1

32

33

34

35

36

37

38

39

40

4 1

42

43

44

45

46

47

48

49

50

5 1

52

53

54

55

e

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000

8,066
9,000

10,000
11,000
12,000
13,000
14,000
15,000
16,000
17,000
18,000
19,000
20,000
21,000
22,000
23,000
24,000
25,000
26,000
27,000
28,000
29,000
30,000

Average Usag
7,002 16.38 3.70 20.08

Monthly
Minimum

Usage Revenue
- $ 8.52

1,000 8.52
z,000 8.52
3,000 8.52
4,000 8.52
5,000 8.52
6,000 8.52
7,000 8.52
8,000 8.52

8,066 8.52
9,000 8.52

10,000 8.52
11,000 8.52
12,000 8.52
13,000 8.52
14,000 8.52
15,000 8.52
16,000 8.52
17,000 8.52
18,000 8.52
19,000 8.52
20,000 8.52
21,000 8.52
22,000 8.52
23,000 8.52
24,000 8.52
25,000 8.52
26,000 8.52
27,000 8.52
28,000 8.52
29,000 8.52
30,000 8.52

Average Usage
7,002 8.52 10.20 18.72 (1.35)



l

Arizona American - Agua Fria Water Division
Test Year Ended December 31, 2001

Comparison of Acc Staff Proposed Rates to Computed Rates from Cost of Service Study
to Computed Rates from Cost of Service Study wi th Equity Return & Income Taxes

Exhibit
Rebuttal Schedule G-9
Page 2
Witness: Kozo ran

Computed Commodity Cost from Rebuttal Schedule G-8, Page 4.
Computed Demand Cost for 5/8 Inch Meter from Rebuttal Schedule G-8, Page 4
Computed Customer Cost for 5/8 Inch Meter from Rebuttal Schedule G-8, Page 4
Computed Service Line Cost for 5/8 Inch Meter from Rebuttal Schedule G-8, Page 4
Computed Meter Cost for 5/8 Inch Meter from Rebuttal Schedule G-8, Page 4
Computed Monthly Minimum Charge with zero gallons in minimum from Rebuttal Schedule G-8, Page 4

$0.5499

$ 9.92
8.30
1.37
1.57

$ 21.17

$ 8.52
Acc Staff.proposed Rates
Proposed Monthly Minimum for 5/8" Meter
Proposed Commodity Rate

0 to 4,000
4,001 to 100,000

Over 100,001

$
$
$

1.20
1.80
2.15

Col. 1 Col. 2 Col. 3 Col. 4
(Col. 2+ 3)

Col. 5 Col. 6 Col. 7 Col..8
(Col, 6 + 7

Computed C
Return and

oats, with Equip
Income Taxes

Usage
Commodity

Revenue

Monthly
Minimum
Revenue
$ 21.17
$ 21.17

21.17
21.17
21.17
21.17
21.17
21.17
21.17
21.17
21.17
21.17
21.17
21.17
21.17
21.17
21.17
21.17
21.17
21.17
21.17
21.17
21.17
21.17
21.17
21.17
21.17
21.17
21.17
21.17

$0.5499
1.10
1.65
2.20
2.75
3.30
3.85
4.40
4.95
5.50
6.05
6.60
6.62
7.15
7.70
8.25
8.80
9.35
9.90

10.45
11.00
11.55
12.10
12.65
13.20
13.75
14.30
14.85
15.40

Total
Cost of
Service

$ 21.17
$ 21.72

22.27
22.82
23.37
23.92
24.47
25.02
25.57
26.12
26.67
27.22
27.77
27.79
28.32
28.87
29.42
29.97
30.52
31.07
31.62
32.17
32.72
33.27
33.82
34.37
34.92
35.47
36.02
36.57

Usage

<-Level->

When

Revenues

Equal

Expenses

and

Rate of

Return

and

Income

Taxes

Commodity Total
Revenue Revenue

$ 8.52
$ 9.72

10.92
12.12
13.32
15.12
16.92
18.72
20.52
22.32
24.12
25.92
27.72
27.79
29.52
31.32
33.12
34.92
36.72
38.52
40.32
42.12
43.92
45.72
47.52
49.32
51.12
52.92
54.72
56.52

1.20
2.40
3.60
4.80
6.60
8.40

10.20
12.00
13.80
15.60
17.40
19.20
19.27
21.00
22.80
24.60
26.40
28,20
30.00
31.80
33.60
35.40
37.20
39.00
40.80
42.60
44.40
46.20
48.00

Col. 9

(Col, 8-4)
Recovery

of Expenses
Rate of

Return &
Income Tax
or (Lad< of
Recovery)

$ (12.65)
(12.00)
(11.35)
(10.70)
(10.05)

(8.80)
(7.55)
(6.30)
(5.05)
(3.80)
(2.55)
(1.30)
(0.05)
0.00
1.20
2.45
3.70
4.95
6.20
7.45
8.70
9.95

11.20
12.45
13.70
14.95
16.20
17.45
18.70
19.95

ge

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

Line

NO
1

2

3
4

5

6

7

8

9

10

1 1

12

13

14

15

16

17

18

19

20

2 1

zz

23

24

25

26

27

28

29

30

3 1

32

33

34

35

36

37

38

39

40

4 1

42

43

44

45

46

47

48

49

50

5 1

52

53

54

55

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
11,000
12,000

12,040
13,000
14,000
15,000
16,000
17,000
18,000
19,000
20,000
21,000
22,000
23,000
24,000
25,000
26,000
27,000
28,000

Average Usa
7,002 $ 21.17 $ 3.851 $ 25.02

Monthly
Minimum

US3Q€ Revenue
- $ 8.52

1,000 8.52
2,000 8.52
3,000 8.52
4,000 8.52
5,000 8.52
6,000 8.52
7,000 8.52
8,000 8.52
9,000 8.52

10,000 8.52
11,000 8.52
12,000 8.52

12,040 8.52
13,000 8.52
14,000 8.52
15,000 8.52
16,000 8.52
17,000 8.52
18,000 8.52
19,000 8.52
20,000 8.52
21,000 8.52
22,000 8.52
23,000 8.52
24,000 8.52
25,000 8.52
26,000 8.52
27,000 8.52
28,000 8.52

Average Usage
7,002 8.52 10.20 18.72 (6.29)



Arizona American - Agua Fria Water Division
Summary of Revenues by Customer Classification - Present and Proposed Rates

Test Year Ended December 31, 2001

Exhibit
Rebuttal Schedule H-1
Page 1
Witness: Kozo ran

in
No.

Customer Classification
and/ or

Meter Size
Present

Revenues
Proposed
Revenues

Dollar
Chanqe

Percent
Chanqe

Percent
of

Present
Water

Reven us

Percent
of

Proposed
Water

Revenues
$3,127,076

36,220
399,199
78,797

328,284
563

4,629
4,437

31,984
91,467

359,785
359,249
147,370

$3,193,947
36,994

407,744
80,521

335,483
574

4,727
4,533

32,673
93,465

367,631
367,044
150,629

$ 66,870
774

8,545
1,725
7,199

11
98
96

689
1,997
7,846
7,795
3,259

2.14%
2.14%
2. 14°/o
2.19%
2.19%
2.04%
2.11%
2.16%
2.16°/o
2.18%
2.18%
2.17%
2.21%

52.62%
0.61%
6.72%
1.33%
5.52°/o
0.01%
0.08%
0.07%
0.54%
1.54%
6.05°/o
6.05%
2.48%

52.75%
0.61°/o
6.73%
1 .33°/o
5.54%
0.01°/o
0.08°/o
0.07%
0.54%
1 .54%
6.07%
6.06%
z.49%

4,930
50

218
80

1 5/8 Inch Residential
2 3/4 Inch Residential
3 1 Inch Residential
4 1.5 Inch Residential
5 2 Inch Residential
6 3 Inch Residential
7 S/8 Inch Commercial
8 3/4 Inch Commercial
9 1 Inch Commercial
10 1.5 Inch Commercial
11 2 Inch Commercial
12 3 Inch Commercial
13 6 Inch Commercial
14 2 Inch Public Interruptible
15 3 Inch Public Interruptible
16 6 Inch Public Interruptible
17 8 Inch Public Interruptible
18 10 Inch Public Interruptible
19 4 Inch Prison
20 4 Inch Private Fire
21 6 Inch Private Fire
zz 8 Inch Private Fire
23 Miscellaneous Revenues

0.00%
0.00%
0.00%
0.00°/o
1 .98°/o
2.00°/o
2.00%
2.00%
0.00%
1 .89°/o

0 .08%
4.76°/o
1 .21°/o
0. 13°/o
4. 19%
0.04%
0. 18°/o
0.07%
5 .72°/0

100.00%

0.08%
4.67%
1.19°/o
0.12%
4.19%
0.04%
0.18%
0.07%
5.61%

100.00%24 Subtotal Water Revenues

4,838
282,872
71,829
7,554

248,933
2,520

10,890
4,020

339,961
$5,942,478

4,838
282,872
71,829
7,554

253,863
2,570

11,108
4,100

339,961
$6,054,661 112,183

Present
Revenues

Revenue Annualization (a)
Proposed Dollar
Revenues Chanqe

Percent
Additional
Bills to be

Issued
9,245

47
180
19

104

4,322
34

219
113
966
(11)

4
(11)
49

326
687
(29)
357

(3)
13

(10)
34
66
97
(1)
3

(10)
(10)

Additional
Gallons to
be Pumped
in 1,000's

100,718
470

2,867
1,890

16,153

(47)
40

(165)
688

5,236
10,794

(526)
6,673

(84,017)
(7,554)

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

25
26
27
28
29
30 5/8 Inch Residential
31 3/4 Inch Residential
32 1 Inch Residential
33 1.5 Inch Residential
34 2 Inch Residential
35 3 Inch Residential
36 5/8 Inch Commercial
37 3/4 Inch Commercial
38 1 Inch Gommercial
39 1.5 Inch Commercial
40 2 Inch Commercial
41 3 Inch Commercial
42 6 Inch Commercial
43 6 Inch Public Interruptible
44 10 Inch Public Interruptible
45 4 Inch Private Fire
46 6 Inch Private Fire
47 8 Inch Private Fire
48 Totals

49 Total Revenues

50 (a) Customer Growth
51 beginning of th
52 for that month

202,538
1,584

10,260
5,170

44,120
(563)
201

(492)
2,266

14,983
31,582
(1,330)
16,136

(81,903)
(7,554)
1,440
1,530
1,020

240,990

6,183,467

Annualization is calculated by com
e year to the end of the year, and

206,861
1,618

10,479
5,283

45,085
(574)
205

(503)
2,315

15,310
32,270
(1,360)
16,494

(81,903)
(7,554)
1,469
1,561
1,040

248,096

6,302,757

puring the cho
then multiplin

Chanqe
2.13%
2.14%
2.13%
2.19%
2.19%
2.04°/o
2.09°/o
2.16%
2.15%
2.18°/o
2.18%
2.21°/o
2.21°/o
0.00%

_ 0.00%
29 2.00%
31 2.00%
20 2.00%

7,106 2.95%v
119,289 1.93%

age in the number of customers by month from the
g the additional customers times the average revenue

48
34
17

9,873 53,220
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Arizona American - Agua Fria Water Division

Changes in Representative Rate Schedules

Test Year Ended December 31, 2001

Exhibit
Rebuttal Schedule H-3
Page 1
Witness: Kozo ran

Customer Classification
and Meter Size

Present
Rates

Proposed
Rates

Percent
Change

Monthly Usage Charge for:
Residential,Commerdal, Irrigation, Resale and Miscellaneous Customers
5/8 x 3/4 Inch $
3/4 Inch (a)
1 Inch (a)
1 1/2 Inch
2 Inch (a)
3 Inch (a)
4 Inch (a)
6 Inch (a)
8 Inch (a)
Fire Hydrant

10.00
15.00
25.00
53.00
80.00

155.00
200.00
400.00
800.00

$ 10.20
15.30
25.50
54.06
81.60

158.10
204.00
408,00
816.00

2.00%
2 .00%
2.00%
2.00%
2.00%
2.00%
2.00%
2.00%
2.00%

Prison, 4 Inch Meter Rate 200.00 204.00 2.00%

4 Inch Private Fire (a)
6 Inch Private Fire (a)
8 Inch Private Fire (a)
10 Inch Private Fire (a)
12 Inch Private Fire (a)

30.00
45.00
60.00

120.00
180.00

30.60
45.90
61.20

122.40
183.60

2.00%
2.00%
2.00%
2.00%
2.00%

Gallons In Minimum
All (except construction, prison, public interruptible)
Construction
Prison
Public Interruptible

Tier 1: Gallons / upper limit
All (except construction, prison, public interruptible)
Construction
Prison
Public Interruptible

8,000
99,999,999
99,999,999
99,999,999

8,000
99,999,999
99,999,999
99,999,999

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

Line
No.
1

2
3
4

5
6
7

8
9
10
11

12
13
14

15
16

17
18
19

20
21
22

23
24
25

26
27
28

29

30
31

32
33
34

35
36

37

38
39

40
41

42
43

44
45
46
47

48
49

(a) = Rounded to nearest whole cent



Arizona American - Agua Fria Water Division
Changes in Representative Rate Schedules

Test Year Ended December 31, 2001

Exhibit
Rebuttal Sch H-3
Page 2
Witness: Kozo ran

Customer Classification
and Meter Size

Present
Rates

Proposed
Rates

Percent
Change

Tier 2: (Gallon upper limit, up to, but not exceeding)
All (except construction, prison, public interruptible)
Construction
Prison
Public Interruptible

99,999,999
99,999,999
99,999,999
99,999,999

99,999,999
99,999,999
99,999,999
99,999,999

Tier 3: (Gallon over)
All (except construction, prison, public interruptible)
Construction
Prison
Public Interruptible

99,999,999
99,999,999
99,999,999
99,999,999

99,999,999
99,999,999
99,999,999
99,999,999

Commodity Rates (per 1,000 gallons over minimum and per Tier)
All (except construction, prison) (a) Tier 1
All (except construction, prison) (a) Tier 2
All (except construction, prison) (a) 'Her 3
All (except construction, prison) (a) Tier 4

$ 1.78
2.24
2.24
2.24

1.82
2.29
2.29
2.29

2.25%
2.23%
2.23%
2.23%

Construction , Contract Rate 1.00 1.00 0.00%

Prison 2.02 2.06 1.98%

Public Interruptible , Contract Rate 1.00 1.00 0.00%

Raw CAP Water, charge plus additions for cost increases (a)
(Available to golf courses and other irrigation or turf facilities)

$

$

$

$ 0.50 Tariff To Be Canceled

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

Line

No.
1
2

3
4
5

6
7

8
9
10

11
12
13
14
15

16
17
18

19
20
21
22
23

24
25

26
27
28

29

30

31

32
33

34

35
36

37
38

39

40
41

42
43

44
45

Non Potable Water N/A $
(a) = Rounded up to next whole cent .
N/A = Not applicable, as there is no existing tariff for Agua Fria, but tariff exists for Anthem Wastewater

0.62



I
I Arizona American - Agua Fria Water Division

Changes in Representative Rate Schedules
Test Year Ended December 31, 2001

Exhibit
Rebuttal Schedule H-3
Page 3
Witness: Kozo ranI

I $
$
$
$
$

Proposed
Rates

$ 30.00
$ 40.00
$ 30.00
$ 40.00
$ 10.00

* *

I
**

$
$

Present
Rates

30.00
40.00
30.00
40.00
10.00

* *

* *

30.00 30.00
40.00 $ 40.00
10.00 $ 10.00

(a) (a)
$ 5.00 5.00I

I
COSt

1.50%
Cost

1.50°/o

Sprinklers (b) (b)

I
I
I
I

** PER COMMISSION RULES (R14-2-403.B), with interest rates as filed by the Company
or at 6.00%.

(a) May include a finance charge as approved by the Commission in a tariff proceeding.
Groundwater Withdrawal Fees shall be collected as an assessment, and is subject to annual
revisions as required due to changes in rates charged by the Arizona Department of Water
Resources ("ADWR"). Includes an allowance of 10% lost and unaccounted for water.
IN ADDITION To THE COLLECTION oF REGULAR RATES, THE UTILITY WILL COLLECT FROM

ITS CUSTOMERS A PROPORTTONATE SHARE oF ANY PRMLEGE, SALES, USE, AND FRANCHISE
TAX. PER COMMISSION RULE (14-2-409.D 5)

ALL ADVANCES AND/OR CONTRIBUTIONS ARE To INCLUDE LABOR, MATERIALS, OVERHEADS,
AND ALL APPLICABLE TAXES, INCLUDING ALL GROSS-UP TAXES FOR INCOME TAXES,

DEPENDING on WHETHER THE COMPANY CHOOSES RATE BASE oR GROSS- up TREATMENT.
(b) 1.00% of  the monthly minimum for a comparable sized meter connection, but no less than $5 permonth

I

I

Line
M Other Service Charges
1 Establishment
2 Establishment (After Hours)
3 Reconnection
4 Reconnection (After Hours)
5 Meter Test, if less than 3.00% variance
6 Deposit
7 Deposit Interest
8 Re-Establishment
9 Re-Esablishment (After Hours)
10 NSF Check
11 Deferred Payment, Per Month
12 Meter Re-Read
13 Charge of Moving Customer Meter -
14 Customer Requested
15 Late Payment Charge
16
17
18
19
zo
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43I

I

I



Arizona American - Agua Fria Water Division

Changes in Representative Rate Schedules

Test Year Ended December 311 2001

Exhibit
Schedule H~3
Page 4
Witness: Kozo ran

Proposed

Rates

Meter Size
5/8 x 3/4 Inch
3 /4 Inch, will no longer be installed
1 Inch
1 1/2 Inch
2 Inch
3 Inch
4 Inch
6 Inch
8 Inch

Present
Rates

Service Line

Present Proposed

Charges Charges
$255 $370

$255 $370
$275 $420

$290 $450
$315 $580

Cost $765
Cost $1,120
COSt $6,020
Cost Cost

Meter Installation
Present Proposed
Charges Charqes
$ 65 $
$ 105 $
$ 145 $
$ 345 $
$ 775 $

Cost $
Cost $
Cost $
COSt COSt

130
205
240
450

1,640
2,195
3,145
6,120

I
I
I
I
I
I
I
I
|

As meters and service lines are now taxable income for income purposes, The Company
shall collect income taxes on the meter and service line charges.
Any tax collected will be refunded each year that the meter deposit is refunded.

$

I

Water Facililties Hook-up Fee (a)
Meter Size: Factor
S/8 x 3/4 Inch 1 1,150
3 /4 Inch 1.5 1,725
1 Inch 2.5 2,875
1 1/2 Inch 5 5,750
2 Inch 8 9,200
3 Inch 16 18,400
4 Inch 25 28,750
6 Inch 50 57,500
8 Inch 100 115,000
(a) Accounted for as a Contribution in Aid of Construction

$ 1,150
1,725
2,875
5,750
9,200

18,400
28,750
57,500

115,000

I
I
I
I
I
I
I

Line
M Other Service Charges

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43

Central Arizona Project Hook-up Fee
Meter Size: ERU
5/8 x 3/4 Inch 1
3 / 4 Inch 1.5
1 Inch 2.5
1 1/2 Inch 5
2 Inch 8
3 Inch 16
4 Inch 25
6 Inch 50
8 Inch 100
ERU = Equivalent Residential Unit

$ 150
225
375
750

1,200
2,400
3,750
7,500

15,000

$ 150
225
375
750

1,200
2,400
3,750
7,500

15,000
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ANTHEM
WATER DIVISION
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I
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LǸU\N

8
m

c

5-.1

m m w MO
of 1-1 N © m of1QQQQQq- <r <r v- of mm of v-4 o
H N  - I aD

1-1 xO Lm Lm v-I of
v -  A  v -  o  o  L D

M  o  q -  n o N
N  N  1 - 1 | \M m

Lm
m
<11
of
m

<1-1.ncnnool\
¢_.OO0"»v-¢murJCh
v-I
up-4<ru:~

\ ` `
m  M  q -  m  m  N

m
so

mv-41.n1-¢Lno

o'\l\Lnu1<rmNr\~»-4 M

N
Lm
CI
Lm
no
m

N
G) m 14 of M o N
U o KD N N ox
8 v-400 O

.-r

o f
m
<11
m

acm
E

= '~ m 0 q q - ©<-£boo8 l-¢'~nv-

ws
Lm -5

m

I

8

83
=8

§~=8
s§§3
9898
8888

9884
5 w8a
8388

833my. N m - - c

< 3°"5

a c
88

8

@

cs
2

N N ¢ U \ @ N
- 8 W 1 O @ N f V ' )
% N ¢ N d W H. . _ ` . _
"'89R33§
E N of

8

'Dco
x my

:==NEo
u
C

m

8O
2

c
'U
38uX

4-1C
m
E
C
o
gt
C
w

8 W
w

9
m 'c'u o 'o
G)

83
go

E e o m n m g
8683984- n o o o m ml\LhW1-tv-IT

3 § L n o n Lr;

dl

3
8
z
'u
s E

eEE8E§-QE., 13

86 x.. _  a u.u C  E  8 vo

o oO U D 3 8 Z P

C

8 ea
E \__

E+-'53
o < v * v o

Q L ) Q 8 U ' ) 2 l "

__ E 8
8  E

so0 . 9 m
Ev , w
4)

q)
mC)m

4-E
8



I

( q
m .
q-̀
M

v-I

_up

| -

L m
q-
<4
of
of
N

m̀

Lm
'<r

ofof
" im

_in
8
,2

m
<1
N
N
<1
M

cm

"L
N

9 "
M

I
.8
E
G)
m

oN
Q
8
M

oN
q
asM

.8
z
41)m

mwLm̀

Lm

cm
oI Ln
|\
Lm

1-4
m
N

*3
2"4

Lm
N

aD

Ln
N
(\|̀
N
o
KD

cu

G)
Z

x .

"|

o f
N
\ D̀
m
m

o f
N

Q
m
m

Lm
q-

<1-

m
m
N`
| \
o
N

C`\
m
4

m
m
m
U`\
q-M

m
M
<11
m
<9-
M

q-m
' X
N
v~l

In
Lb
2
3'U0

. c
Um

:\_=.'8v-lm
.Q u:

an ._
8541483

3o
8¥
16
q)

8.D 915:J

25
3
m3
u

8-,

g
13
:J
u

HE 'E
O

LT
<4
no
mE

cmnoo`aDl \N

mo
© `\D¥\N

m
m

<1
m
v- l

KD
m
<4
m
v-4

c
.Q.l.l
.59
8x.

o

g
U

E
E
Uo

'U
C
(U
E
q)
Q

m
m

Q
m
v- i
o f`

m
m

Q
m
v-I

<4

'u
C
m
E
GJ
Q

m
m

Q
1-1

4

i n
KO

Q
1-1

N`
N

Lm
\
m̀
1-1
~l-4
1-1

8 3 3 2
3
v,.:1
'U
<

Lm
9'
<-̀
of
of
~_
m

m
q-
<r_
of
of
"L
m

8
13.3
'U
<

o
O\N`
NN<1-
m

o
c -
N`
N
N

<1
m

:ya
m

<4
m

v -(

8

88
E;

a~§9
s§§§€̀c
'é' E
< E E 8
=§8§
.9888*
l:23
s
2388

$3

8
>:=>

C

m
c
_o

'G
c
:s
IL

4-J
C

o

,,,.Q
a:l*5
383l _ u .
88
Q E
2

c
o
U
8
2
2

o 8xm|-

I
I
I
I

8 8 >~M .0
8"6~

- M
Q Q)
U'6

QS
"5
8
8
o
2

o

8 °*-3:
c

E

8
.¢.!;'U

28.388
388
pa%
<53£:gig3-gt.-- Q

¢L8<
as

8
n .  9

8"6 U'
:  asa m

g
C

9
- _ GJ
< 4 4

q_)
E
8
8
8'fr
G)
3

8
3QS
To

| -
*as

iv
n
o| .
Q.



I I
c>o-oooomQGOn$v-4

"<2<2~=1 4 '  Imin of088m
I I I I I t

mNm
1-1

up|\q-
NNof̀
m

Q noo m
o m`o N w

U\̀
v-1

ofom̀
NQẁ
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Arizona American - Anthem Water Exhibit
Rebuttal Schedule G-7
Page 2
Witness: Kozo ran

Test Year Ended December 31, 2001
COMMODITY - DEMAND METHOD FUNCTION FACTORS

Plant and Depreciation Expense Allocations

Total Demand Commodity
0.90 0.10
0.90 0.10
0.90 0.10

Customer

0.25

1.00
1.00
1.00
1.00
0.75

1.00
0.75

Description
Wells
Pumps & Equipment
Distribution Mains
Customer
Services
Meters
Fire Hydrants
Transportation Equip.
Office Furniture
Communication Equip.

1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00 0.25

To Approximately Match Acc Staff Proposed Rates for 5/8 Inch Meter
Demand and Commodity Allocation to Wells, Pumps and Equipment and
Distribution Mains would need to be changed to approximately match
Acc Staff's proposed monthly minimums and commodity rates. The

match would be Acc Staff's Proposed Rates to Computed Monthly
Minimum and Commodity rate WITHOUT Equity returns and
Income Taxes. Match would be based on cost only.

I

I
|

I

I

I

I

I
I

I

I

I

I

I

I
I

I

I

I

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
zo
21
22
23
24
25
26
27
28
29
30
31

Description
Wells
Pumps & Equipment
Distribution Mains

Total
1.00
1.00
1.00

Required Allocations:
Demand Commodity

(0.02) 1.02
(0.02) 1.02
(0.02) 1.02

Customer



I
I

Arizona American - Anthem Water

I Test Year Ended December 31, 2001
Cost of Service Study, Using Commodity Demand Method

DEVELOPMENT oF ALLOCATION FACTORS

Exhibit
Rebuttal Schedule 7
Page 2a
Witness: Kozo ran

I
Labor Allocation Factors
Pumping Labor
Meter Labor
Customer Labor

77.74%
2.46%

19.80%
100.60%

I
I
I

Repairs and Maintenance Allocation Factors
Repairs and Maintenance Demand
Repairs and Maintenance Pumping
Repairs and Maintenance Mains
Repairs and Maintenance Services
Repairs and Maintenance Meters
Repairs and Maintenance Customer

13.86%
75.91%

2.51%
7.72%
0.00%
0.00%

100.00%

I Computations shown on this work sheet are from page labeled aTrial Balance in this work book.
Allocation percentage were computed based on Expenses charged by Citizens Utilities and
are then applied to proforma amounts.I

I
I
I
I
I
I
I
I
I



Arizona American - Anthem Water
Test Year Ended December 31, 2001

Cost of Service Study, Using Commodity Demand Method
DEVELOPMENT oF CLASS ALLOCATION FACTORS

Exhibit
Rebuttal Schedule 7
Page 3
Witness: Kozo ran

comaonI TY ALLOCAT I ON FACTOR

(a)
Total Gallons
(in 1,000's)
In Test Year

1,011
168,521
153,028
14,512
68,536
40,231

28

DEMAND ALLOCATION

(a)
Number

of Meters
and/or
Services

8
1,847
1,293

8
41
8
3

13

Meter Size
S/8" X 3/4"

3/4"

1-1/2"

10"
Totals

Percent
of

Total
0.22%

37.02%
33.62%
3.19%

15.06°/o
8.84°/o
0.00%
0.01%

0.000%
2.048°/o

100.00%

Meter
Size

5/8" x 3/4
3/4"

1-1/2"

10"
Totals

Equiv-
alent
weight

1.0
1.5
2.5
5.0
8.0

16.0
25.0
50.0
80.0

160.0

FACTOR

Equivalent
Number

of Meters
and/or

Services
8

2,771
3,233

40
328
128
75

650
0

160
7,392

Percent
of

Total
0. 11 %

37.48%
43.73%
0.54%
4.44%
1.73%
1.01%
8.79%
0.00%
2.16°/o

100.00%
9,322

455,190
1 1

. 1
3,222

CUSTOMER ALLOCATION FACTOR SERVICES ALLOCATION FACTOR (b)

Meter
Size

5/8" X 3/4"
3/4"
1"

1-1/2"

10"
Totals

Number
of Meters

8
1,847
1,293

8
41
8
3

13
0
1

3,222

Percent
of

Total
0.25%

57.32%
40.13%
0.25%
11 27°/0
0.25%
0.09%
0.40%
0.00%
0.03%

100.00%

Meter
Size

5/8" x 3/4
3/4"
1"

1-1/2"
2"

4"

8"

10"
Totals

Number

of
Services

8

1,847
1,293

8
41

8

3
13

0
1

3,222

$

Install-
ation
cost
355.00
355.00
405.00
435.00
565.00
750.00

1,090.00
1,600.00
1,600.00
1,600.00

Weighted
Number
Services

2,840
655,685
523,665

3,480
23,165
6,000
3,270

20,800
0

1,600
11242 505

Percent
of

Total
0.23%

52.86°/o
42.21%
0.28%
1.87°/o
0.48%
0.26%
1.68%
0.00%
0. 13%

100.00%

METER ALLOCATION FACTOR (b)

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

Meter Number
Size of Meters

5/8" X 3/4" 8 $
3/4" 1,847
1" 1,293

1-1/2" 8
2" 41
3 " 8
4" 3
6" 13
8" 0
10" 1

Totals _ 3,222
(a) Includes customer and gallon sold annualization
(b) Meter and Service Line cost from Arizona Corporation Commission Memo of April z3, 2002

from Marlin Scott, Jr.. Meter costs based on compound meters. cost of service line and

Meter
Cost
105.00
105.00
215.00
425.00

1,615.00
2,170.00
3,095.00
6,070.00
6,070.00
6,070.00

Weighted
Dollars

of Meters
840

193,935
277,995

3,400
66,215
17,360
9,285

78,910
0

6,070
. 654,010

Percent
of

Total
0.13%

29.65%
42.51%
0.52%

10.12%
2.65%
1.42%

12.07%
0.00%
0.93%

100.00%
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oò
Ln

I

no

35
Lm

<r Lm we ofM of l\ mN M N  N_  `  `|\ m |\ |\v-1 of N mN m

al
921

~lb

ml

wit

coQ c
8 E
8 o(n 54
'acidp:8v-4 m

.D ma.:3

l35¢z0.3
n
m

G)
fN N1-4I

C
's8 . .

_<¢¢
gun

gtC
8

I
Z-l̀
(D

m
m
4-
x.
.o

I bi
I

Nv-4 m
Q)
.§4-r

E
Q
8

.E
U p
use

g 2

o
L M Q

33
o - 3
s:""IU3 <v8_co

°'E §X
N
cm
Q

o

< u I

o
G)

E3
z

E
EJc
C
<
>~.Q
'UG)

8

882248
5 8 2 8

" fu

Q S
E - : z 8 E

w

mG)
.§u

3
'S 5o U, Eu

E

2u.

8G)
D

H 8 44q) .D cCm

°'.§8,~28 C G 3
1.2

NNǸ
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Arizona American - Anthem Water Exhibit
Rebuttal Schedule G-9
Page 1
Witness: Kozo ran

I
I
I

Test Year Ended December 31, 2001
Comparison of Acc Staff Proposed Rates to Computed Rates from Cost of Service Study
to Computed Rates from Cost of Service Study wi thout Equity Return or Income Taxes

I

Computed Commodity Cost from Rebuttal Schedule G-8, Page 4a

Computed Demand Cost for 5/8 Inch Meter from Rebuttal Schedule G-8, Page 4a
Computed Customer Cost for 5/8 Inch Meter from Rebuttal Schedule G-8, Page 4a
Computed Service Line Cost for S/8 Inch Meter from Rebuttal Schedule G-8, Page pa
Computed Meter Cost for 5/8 Inch Meter from Rebuttal Schedule G-8, Page 4a
Computed Monthly Minimum Charge with zero gallons in minimum from Rebuttal Sdledule G-8, Page 4a

$1.5435

$ 19.43
8.72
0.38
0.64

$ 29.17

$ 11.45
Acc Staff Proposed Rates
Proposed Monthly Minimum for 5/8" Meter
Proposed Commodity Rate

0 to 4,000
4,001 to 100,000

Over 100,001

$
$
$

0.88
1.32
1.57

Col. 1 Col. 2 Col. 3 col. 4
(Col. 2+ 3)

Col. 5 Col. 6 Col. 7 Col. 8
(Col. 6 + 7

Computed c
Return or In

oats, without Equity
come Taxes

Usage

Commodity

Revenue

Commodity

Revenue

Col. 9
(Col, 8-4)

Recovery

of Expenses

or,
(Lack of

Recovery)

$

I
I
I
I

Usage

Level

When

Revenues

Equal

Expenses

Can Not

be

Achieved

$

I
I

AS

Proposed

Commodity

Rates &

Proposed

Monthly

Minimum

Rates

are Below

Actual

Cost to

Service

Monthly
Minimum
Revenue
$ 29.17
$ 29.17

29.17
29.17
29.17
29.17
29.17
29.17
29.17
29.17
29.17
29.17
29.17
29.17
29.17
29.17
29.17
29.17
29.17
29.17
29.17
29.17
29.17
29.17
29.17
29.17
29.17
29.17
29.17
29.17
29.17
29.17

$1.5435
3.09
4.63
6.17
7.72
9.26

10.80
12.35
13.89
15.44
16.98
18.52
20.07
21.61
23.15
24.70
26.24
27.78
29.33
30.87
38.59
46.31
54.02
61.74
69.46
77.18
84.89
92.61

100.33
108.05
231.53

Total
Cost of
Service

$ 29.17
$ 30.71

32.26
33.80
35.34
36.89
38.43
39.97
41.52
43.06
44.60
46.15
47.69
49.23
50.78
52.32
53.86
55.41
56.95
58.50
60.04
67.76
75.47
83.19
90.91
98.63

106.34
114.06
121.78
129.50
137.21
260.70

Computed

Cost of

Service

Rates

Do Not

Include

Rate

of Return

on Equity

or Income

Taxes

0.88
1.76
2.64
3.52
4.84
6.16
7.48
8.80

10.12
11.44
12.76
14.08
15.40
16.72
18.04
19.36
20.68
22.00
23.32
24.64
31.24
37.84
44.44
51.04
57.64
64.24
70.84
77.44
84.04
90.64

215.02

Total
Revenue
$ 11.45

12.33
13.21
14.09
14.97
16.29
17.61
18.93
20.25
21.57
22.89
24.21
25.53
26.85
28.17
29.49
30.81
32.13
33.45
34.77
36.09
42.69
49.29
55.89
62.49
69.09
75.69
82.29
88.89
95.49

102.09
226.47

(17.72)
(18.38)
(19.05)
(19.71)
(20.37)
(20.60)
(20.82)
(21.04)
(21.27)
(21.49)
(21.71)
(21.94)
(22.16)
(22.38)
(22.61)
(22.83)
(23.05)
(23.28)
(23.50)
(23.73)
(23.95)
(25.07)
(26.18)
(27.30)
(28.42)
(29.54)
(30.65)
(31.77)
(32.89)
(34.01)
(35.12)
(34.23)

I
I
I e

Line

MQ:
1

2

3

4

5

6

7

8

9

10

1 1

12

13

14

15

16

17
18

19

20

2 1

22

23

24

25

26

27

28

29

30

3 1

32

33

34

35

36

37

38

39

40

4 1

42

43

44

45

46

47

48

49

50

5 1

52

53

54

55

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
11,000
12,000
13,000
14,000
15,000
16,000
17,000
18,000
19,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
55,000
60,000
65,000
70,000

150,000
Average Usag

10,212 29.17 15.76 44.93

Monthly
Minimum

Usage Revenue
- $ 11.45

1,000 11.45
2,000 11.45
3,000 11.45
4,000 11.45
5,000 11.45
6,000 11.45
7,000 11.45
8,000 11.45
9,000 11.45

10,000 11.45
11,000 11.45
12,000 11.45
13,000 11.45
14,000 11.45
15,000 11.45
16,000 11.45
17,000 11.45
18,000 11.45
19,000 11.45
20,000 11.45
25,000 11.45
30,000 11.45
35,000 11.45
40,000 11.45
45,000 11.45
50,000 11.45
55,000 11.45
60,000 11.45
65,000 11.45
70,000 11.45

150,000 11.45
Average Usage

10,212 11.45 11.72 23.17 (21.76)
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Arizona American - Anthem Water Exhibit
Rebuttal Schedule G~9
Page 2
Witness: Kozo ran

Test Year Ended December 31, 2001
Comparison of Acc Staff Proposed Rates to Computed Rates from Cost of Service Study
to Computed Rates from Cost of Service Study wi t h Equity Return and Income Taxes

Computed Commodity Cost from Rebuttal Schedule G-8, Page 4

Computed Demand Cost for 5/8 Inch Meter from Rebuttal Schedule G-8, Page 4
Computed Customer Cost for 5/8 Inch Meter from Rebuttal Schedule G-8, Page 4
Computed Service Line Cost for 5/8 Inch Meter from Rebuttal Schedule G-8, Page 4
Computed Meter Cost for 5/8 Inch Meter from Rebuttal Schedule G-8, Page 4
Computed Monthly Minimum Charge with zero gallons in minimum from Rebuttal Schedule G-8, Page 4

$ 1.5806
$ 24.82

9.05
1.06
0.65

$ 35.58

$ 11.45
Acc Staff Proposed Rates
Proposed Monthly Minimum for 5/8" Meter
Proposed Commodity Rate

0 to 4,000
4,001 to 100,000

Over 100,001

$
$
$

0.88
1.32
1.57

COI. 1 Col. 2 Col. 3 Col. 4
(Col. 2+ 3)

Col. 5 Col. 6 Col. 7 Col. 8
(Col. 6 + 7I

I Computed Costs, with Equity
Return and Income Taxes

Commodity

Revenue Usage

Commodity

Revenue

Col. 9

(COL 8-4)
Recovery

of Expenses

Rate of

Return & Tax

or

(Lad< of

Recovery)

$

Usage

Level

When

Revenues

Equals

Expenses

and Return

cannot be

Achieved

AS

Proposed

Commodity

Rates &

Proposed

Monthly

Minimum

Rates

are Below

Actual

Cost

to

Service

$$1.5806
3.16
4.74
6.32
7.90
9.48

11.06
12.65
14.23
15.81
17.39
18.97
20.55
22.13
23.71
25.29
26.87
31.61
39.52
47.42
55.32
63.23
71.13
79.03
86.94
94.84

102.74
110.65
237.10

Total
Cost of
Service

$ 35.58
$ 37.16

38.74
40.32
41.90
43.48
45.06
46.64
48.22
49.80
51.38
52.96
54.54
56.12
57.70
59.29
60.87
62.45
67.19
75.09
82.99
90.90
98.80

106.70
114.61
122.51
130.41
138.32
146.22
272.67

Computed

Cost of

Service

Rates

Includes

Rate

of Return

on Equity

and Income

Taxes

0.88
1.76
2.64
3.52
4.84
6.16
7.48
8.80

10.12
11.44
12.76
14.08
15.40
16.72
18.04
19.36
20.68
24.64
31.24
37.84
44.44
51.04
57.64
64.24
70.84
77.44
84.04
90,64

215.02

Total
Revenue
$ 11.45

12.33
13.21
14.09
14.97
16.29
17.61
18.93
20.25
21.57
22.89
24.21
25.53
26.85
28.17
29.49
30.81
32.13
36.09
42.69
49.29
55.89
62.49
69.09
75.69
82.29
88.89
95.49

102.09
226.47

(24.13)
(24.83)
(25.53)
(26.23)
(26.93)
(27.19)
(27.45)
(27.71)
(27.97)
(28.23)
(28.49)
(28.75)
(29.01)
(29.27)
(29.53)
(29.80)
(30.06)
(30.32)
(31.10)
(32.40)
(33.70)
(35.01)
(36.31)
(37.61)
(38.92)
(40.22)
(41.52)
(42.83)
(44.13)
(46.20)

I
I
I
I

Line

M
1

2

3

4

5

6

7

8

g

10

1 1

12

13

14

15

16

17

18

19

20

2 1

22

23

24

25

26

27

28

29

30

3 1

32

33

34

35

36

37

38

39

40

4 1

42

43

44

45

46

47

48

49

50

5 1

52

53
54

55

Monthly
Minimum

Usage Revenue
- $ 35.58

1,000 $ 35.58
2,000 35.58
3,000 35.58
4,000 35.58
5,000 35.58
6,000 35.58
7,000 35.58
8,000 35.58
9,000 35.58

10,000 35.58
11,000 35.58
12,000 35.58
13,000 35.58
14,000 35.58
15,000 35.58
16,000 35.58
17,000 35.58
20,000 35.58
25,000 35.58
30,000 35.58
35,000 35.58
40,000 35.58
45,000 35.58
50,000 35.58
55,000 35.58
60,000 35.58
65,000 35.58
70,000 35.58

150,000 35.58
Average Usage

10,212 $ 35.58 $16.142 $ 51.72

Monthly
Minimum
Revenue
$ 11.45

1,000 11.45
2,000 11.45
3,000 11.45
4,000 11.45
5,000 11.45
6,000 11.45
7,000 11.45
8,000 11.45
9,000 11.45

10,000 11.45
11,000 11.45
12,000 11.45
13,000 11.45
14,000 11.45
15,000 11.45
16,000 11.45
17,000 11.45
20,000 11.45
25,000 11.45
30,000 11.45
35,000 11.45
40,000 11.45
45,000 11.45
50,000 11.45
55,000 11.45
60,000 11.45
65,000 11.45
70,000 11.45

150,000 11.45
Average Usage

10,212 11.45 11.72 23.17 (28.55)



Arizona American - Anthem WaterI
I

(Formerly Known as Citizens Water Services / Water)
Summary of Revenues by Customer Classification - Present and Proposed Rates

With Annualized Revenues to Year End Number of Customers
Test Year Ended December 31, 2001

Exhibit
Rebuttal Schedule H-1
Page 1
Witness:Kozo ran

Line
No.

Meter
Adjusted
Present

Revenues
Proposed
Revenues

Dollar
Chanqe

Percent
Chanqe

Percent
of

Present
Water

Revenues

Percent
of

Proposed
Water

Revenues
$ 3,606

620,738
650,122

2,834
65,116

$ 3,645
627,283
656,761

2,862
65,851

$ 39
6,545
6,639

28
735

1.07%
1.05°/o
1.02°/o
0.98%
1.13%

0.09%
16.29%
17.07%
0.07%
1.71%

0.10%
16.39%
17.16%
0.07%
1.72°/o

2,064
50,820
19,528

100,690
63,160

2,085
51,402
19,752

101,817
63,888

21
582
224

1,127
728

1.01%
1.14%
1.15°/o
1.12%
1.15%

0.05%
1.33%
0.51%
2.64%
1.66%

0.05°/o
1 .34°/o
0.52%
2.66%
1.67%

39
234

Customer Classification
Residential
Residential
Residential
Residential
Residential
Residential
Residential
Commercial
Commercial
Commercial
Commercial
Commercial
Wholesale
Wholesale
Wholesale
Wholesale
Fire Protection
Fire Protection

out Revenues
amer Resouces (Treatco)

0.00%
0.00%
0 .00%
11 18°/o
1 n 18%
0.00%
0.00%
0.44%

Size
5/8 Inch
3/4 Inch
1 Inch

1.5 Inch
2 Inch
3 Inch
4 Inch

3/4 Inch
1 Inch

1.5 Inch
2 Inch
3 Inch
2 Inch
3 Inch
6 Inch
10 Inch
4 Inch
6 Inch

Miscellanea
Citizens w
Subtotal Water Revenues

11,915
56

18,457
3,330

19,845
1,950,387

226,872
$3,809,540

11,915
56

18,457
3,369

20,079
1,950,387

226,872
$3,826,480 $ 16,940

0.31°/0
0.00%
0.48%
0.09%
0.52%

51 .20%
5.96%

100.00%

0.31%
0.00%
0.48°/o
0.09%
0.52%

50.97%
5.93%

100.00%

Revenue Annualization

$
701

1,001

(43)
17
27

146
152

(278)

(18,289) $
67,152
98,822
(3,894)
1,642
2,646

12,807
13,560

(24,131)
45,275

5
1,678

0.00%
1.04%
1.01%
1.12%
1.02%
1.01%
1.14%
1.12%
1.15%
0.00%
0.00%
0.00%
1.18%
0.87%

Bills

(8)
2,306
2,102

(12)
68
59
27
40

(40)
19
1
1

(3)

Additional
Gallons

in 1.000'S
(29,498)
15,163
15,859
(1,467)

277
379

5,539
5,180

(8,865)
20,961

2
777

(405)
$ 196,868 $

(5)
1,718

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
i s
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41

42
43
44
45
46
47
48 (A) Customer Growth Annualization is calculated by computing the change in the number of customers by month from the
49 beginning of the year t the end of the year, and then multiplying the additional customers times the average revenue for
50 that month.

Citizens Water Resouces (Treatco)
3/4 Inch Residential
1 Inch Residential
2 Inch Residential

3/4 Inch Commercial
1 Inch Commercial

1.5 Inch Commercial
2 Inch Commercial
3 Inch Commercial
3 Inch Wholesale
6 Inch Wholesale
10 Inch Wholesale
6 Inch Fire Protection

Total Revenues Annualziations
Total Water Revenues with
Revenue Annualizaiton

(18,289) $
67,853
99,823
(3,937)
1,659
2,672

12,953
13,712

(24,409)
45,275

5
1,678
(410)

198,586 $

$4,006,408 $4,025,066 $ 18,658 0.47% 4,560 24,306

I
I
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Arizona American - Anthem Water Exhibit

Rebuttal Schedule H-3
Page 1
Witness: Kozo ran

(Formerly Known as Citizens Water Services / Water)
Changes in Representative Rate Schedules

Test Year Ended December 31, 2001

Customer Classification
and Meter Size

Present
Rates

Proposed
Rates

Percent
Chanqe

Line
No.
1
2
3
4
5

Percentage Increase in Monthly Minimums
Percentage Increase in Commodity Rates

$ $

I
16.00
16.00
32.00
64.00
80.00

160.00
200.00
250.00

16.15
16.15
32.30
64.60
80.75

161.75
202.35
252.94

1,295.20

0.94°/o
0.94%
0.94%
0.94%
0.94%
1.09%
1.17%
1 I 18°/o
0.00%

I

Monthly Usage Charge for:
Residential,Commercial

5/8 x 3/4 Inch (a)
3/4 Inch (a)
1 Inch (a)
1 1/2 Inch (a)
2 Inch
3 Inch
4 Inch
6 Inch
8 Inch
Private Fire Protection (Flat Rates)
3 Inch
4 Inch
6 Inch (a)
8 Inch
10 Inch

70.00
90.00

135.00
180.00
360.00

70.82
91.06

136.59
182.11
364.23

1.17%
1.18%
1.18%
1.17%
1.18%

Wholesale 0.00%

Gallons In Minimum
AII

Tier 1: Gallons upper limit
All, except wholesale
Wholesale

999,999,999
999,999,999

999,999,999
999,999,999

1
I
I

6

7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40

(a) Rounded to nearest whole cent
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Arizona American - Anthem Water Exhibit
Rebuttal Schedule H-3
Page 2
Witness: Kozo ran

(Formerly Known as Citizens Water Services / Water)
Changes in Representative Rate Schedules

Test Year Ended December 31, 2001

Customer Classification
and Meter Size 9

Present
Rates

Proposed
Rates

Percent
Chanqe

Tier 2: (Gallon upper limit, up to, but not exceeding)
All, except wholesale ,
Wholesale

999,999,999
999,999,999

999,999,999
999,999,999

Tier 3: (Gallon over)
All, except wholesale
Wholesale

999,999,999
999,999,999

999,999,999
999,999,999

)

Commodity Rates (per 1,000 claxons over minimum and per Tier)
All, except wholesale Tier 1
Al.l, except wholesale Tier 2
All, except wholesale Tier 3
All, except wholesale Tier 4

$ 2.00
2.00
2.00

$ 2.02
2.02
2.02
2.02

1.17%
1.17%
1.17%

Line
No.
1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38

Wholesale
Contract Rate
(a) Rounded to nearest whole cent

$ 2.16 2.16 0.00°/o



I Arizona American - Anthem Water Exhibit
Rebuttal Schedule H-3
Page 3
Witness: Kozo ranI

(Formerly Known as Citizens Water Services / Water)
Changes in Representative Rate Schedules

Test Year Ended December 31, 2001

I
I

Present
Rates

$ 60.00
$ 90.00
$ 30.00
$ 45.00
$ 30.00

Proposed
Rates

$ 60.00
$ 90.00
$ 40.00
$ 55.00
$ 30.00

* *

* *

***

* *

* *

***

I

$ z0.00 $ 20.00
1.50% 1.50%

$ 10.00 10.00

l
Cost

1.50%
Cost

Cost
1.50%
Cost

I
I
I
I
I
I

Present
Charges

$320
$320
$420
$635

$1,090
Cost
Cost
Cost
Cost

Proposed
Charges

$500
$575
$660
$900

$1,525
Cost
Cost
Cost
Cost

I

Line
No. Other Service Charges
1 Establishment
2 Establishment (After Hours)
3 Reconnection (Deliquent)
4 Reconnection (After Hours)
5 Meter Test
6 Deposit
7 Deposit Interest
8 Re-Establishment (With-in 12 Months)
9
10 NSF Check
11 Deferred Payment, Per Month (b)
12 Meter Re-Read
13 Charge of Moving Customer Meter -
14 Customer Requested
15 Late Payment Charge, greater of 1.50% or
16 Damages to Meter Locks, Valves, Seals
17 Sprinklers
18
19
20 ** PER COMMISSION RULES (R14-2-403.B)
21 *** MONTHS OFF SYSTEM TIMES MINIMUM (R14-2-403.D)
22 IN ADDITION To THE COLLECTION oF REGULAR RATES, THE uniTy wiLL COLLECT FROM
23 ITS cusTomERs A PROPORTIONATE SHARE oF ANY PRIVILEGE, SALES, USE, AND FRANCHISE
24 TAX. PER COMMISSION RULE (14-2-409.D 5)
25 ALL ADVANCES AND/OR CONTRIBUTIONS ARE To INCLUDE LABOR, MATERIALS, OVERHEADS,
26 AND ALL APPLICABLE TAXES, INCLUDING ALL GROSS-UP TAXES FOR INCOME TAXES.
27 (a) 1.00% of the monthly minimum for a comparable sized meter connection, but no less than $5 per month
28
29
30
31 Meter Size
32 5/8 x 3/4 Inch
33 3 / 4 Inch
34 1 Inch
35 1 1/2 Inch
36 2 Inch
37 3 Inch
38 4 Inch
39 6 Inch
40 8 Inch
41
42 As meters and service lines are now taxable income for income purposes, The Company
43 shall collect income taxes on the meter and service line charges.
44 Any tax collected will be refunded each year that the meter deposit is refunded.

I



I
I
I

ANTHEM/ AGUA FRIA
WASTEWATER DIVISION
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Arizona American - Anthem / Agua Fria Wastewater
(Formerly Citizens Water Services / Wastewater)

Changes in Representative Rate Schedules
Test Year Ended December 31, 2001

Exhibit
Rebuttal Schedule H-3
Page 1
Witness: Kozo ran

Customer Classification
and Meter Size

Present
Rates

Proposed
Rates

Percent
Chanqe

I
I
I
I
I
I
I

Monthly Usage Charge for:
Residential and Commercial
Residential
Small Commercial 5/8 Inch Meter
Small Commercial 3/4 Inch Meter
Small Commercial 1 Inch Meter
Large Commercial

$ 16.00
16.00
24.00
32.00
64.00

$
$
$
$
$

22.07
22.07
33.10
44.15
88.25

37.94%
37.94%
37.92%
37.97%
37.89%

In Addition to the above charges, customers will also pay for commodity treated, which is listed below.
There are no commodity charges, once the gallons listed below is discharged.

Usage (Der 1,000 Gallons, up to)
Residential
Small Commercial 5/8 Inch Meter
Small Commercial 3/4 Inch Meter
Small Commercial 1 Inch Meter
Large Commercial

7,000
10,000
15,000
25,000

999,999,999

7,000
10,000
15,000
25,000

999,999,999

Usage Rates (per 1,000 gallons up to limit)
Residential
Small Commercial 5/8 Inch Meter
Small Commercial 3/4 Inch Meter
Small Commercial 1 Inch Meter
Large Commercial

$ 2.00
2.00
2.00
2.00
2.00

$ 2.76
2.76
2.76
2.76
2.76

38.00%
38.00%
38.00%
38.00%
38.00%

$ 765.00 $ 765.00Capacity Reservation Charge
(a) Rounded to nearest whole cent
Annual Fee for Industrial Discharqe Service
For those customers consuming an amount of water less than or equal
50,000 gallons per month through one or more water meters to the
same facility, inclusive of meters used for irrigation : $ 500.00 $ 500.00

Line

No.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

39

40

41

42

43

44

45

46

For those customers consuming an amount of water greater than
50,000 gallons per month through one or more water meters to the
same facility, inclusive of meters used for irrigation: $ 1,000.00 $ 1,000.00

|
I
I
I
I
I
I
I
I
I
I

Annual Fee for Industrial Discharge Service charges shall be non-refundable and shall be assessed
in advance each January by the Company by special billing. For new customers receiving this service,
a prorated charge shall be assessed.
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I Arizona American - Anthem / Agua Fria Wastewater

(Formerly Citizens Water Services / Wastewater)
Changes in Representative Rate Schedules

Test Year Ended December 31, 2001

Exhibit
Rebuttal Schedule H-3
Page 2
Witness: Kozo ran

I
I

$
$
$
$

Present
Rates

30.00
45.00
30.00
45.00

$
$
$
$

Proposed
Rates

30.00
45.00
40.00
55.00

I * *

* *

***

* *

* *

***

$ 15.00
1.50%

$ 15.00
1.50%

|
1.50% 1.50%

I * x

I
I
I
I
I
I
I

Line
No. Other Service Charges
1 Establishment
2 Establishment (After Hours)
3 Reconnection (Deliquent)
4 Reconnection (After Hours)
5
6 Deposit
7 Deposit Interest
8 Re-Establishment (With-in 12 Months)
9
10 NSF Check
11 Deferred Payment, Per Month (b)
12
13
14
15 Late Payment Charge
16
17
18
19
20 PER COMMISSION RULES (R14-2-403.B)
21 *** MONTHS OFF SYSTEM 11MEs MINIMUM (R14-2-403.D)
22 IN ADDITION To THE coLLEc'non oF REGULAR RATES, THE UTIL1IW WILL COLLECT FROM
23 ITS CUSTOMERS A PROPORTIONATE SHARE oF ANY PRIVILEGE, SALES, USE, AND FRANCHISE
24 TAX. PER COMMISSION RULE (14-2-409.D 5)
25 ALL ADVANCES AND/OR CONTRIBUTIONS ARE To INCLUDE LABOR, MATERIALS, OVERHEADS,
26 AND ALL APPly_ICABLE TAXES, INCLUDING ALL GROSS-UP TAXES FOR INCOME TAXES.
27 (a) 1.00% of the monthly minimum for a comparable sized meter connection, but no less than $5 per month
28
29 Annual Fee for Industrial Discharqe Service
30 For those customers consuming an amount of water less than or equal
31 50,000 gallons per month through one or more water meters to the
32 same facility, inclusive of meters used for iii $ 500.00 $ 500.00
33
34
35 For those customers consuming an amount of water greater than
36 50,000 gallons per month through one or more water meters to the
37 same facility, inclusive of meters used for iii $ 1,000.00 $ 1,000.00
38
39 Annual Fee for Industrial Discharge Sen/ice charges shall be non-refundable and shall be assessed
40 in advance each January by the Company by special billing. For new customers receiving this service,
41 a prorated charge shall be assessed.
42
43
44

I
I
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Arizona American - Havasu Water Exhibit
Rebuttal Schedule G-7
Page 2
Witness: Kozo ran

Test Year Ended December 31, 2001
COMMODITY - DEMAND METHOD FUNCTION FACTORS

Plant and Depreciation Expense Allocations

Total Demand Commodity
0.90 0.10
0.90 0.10
0.90 0.10

Customer

0.25

1.00
1.00
1.00
1.00
0.75

1.00
0.75

Description
Wells
Pumps & Equipment
Distribution Mains
Customer
Services
Meters
Fire Hydrants
Transportation Equip.
Office Furniture
Communication Equip.

1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00 0.25

To Approximately Match Acc Staff Proposed Rates for 5/8 Inch Meter
Demand and Commodity Allocation to Wells, Pumps and Equipment and
Distribution Mains would need to be changed to approximately match
Acc Staff's proposed monthly minimums and commodity rates. The

match would be Acc Staff's Proposed Rates to Computed Monthly
Minimum and Commodity rate WITHOUT Equity returns and
Income Taxes. Match would be based on cost only.

I

Line

No.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

Hz

23

24

25

26

27

28

29

30

31

32

33

34

35

36

Description
Wells
Pumps & Equipment
Distribution Mains

Required Allocations:
Total Demand Commodity

1.00 (0.55) 1.55
1.00 (0.55) 1.55
1.00 (0.55) 1.55

Customer

I
I

I



Arizona American - Havasu Water Exhibit
Rebuttal Schedule 7
Page 2a
Witness: Kozo ran

Test Year Ended December 31, 2001
Cost of Service Study, Using Commodity Demand Method

DEVELOPMENT oF ALLOCATION FACTORS

I
Labo.r Allocation Factors
Pumping Labor
Meter Labor
Customer Labor

27.61% pumpinglabor
12.86% meterlabor
59.53% customerlabor

100.00%

Repairs and Maintenance Allocation Factors
Repairs and Maintenance Demand
Repairs and Maintenance Pumping
Repairs and Maintenance Mains

Repairs and Maintenance Services
Repairs and Maintenance Meters
Repairs and Maintenance Customer

0.00% rmdemand
30.05% rmpumping
50.67% remains
18.84% rmsewices
0.44% ammeters
0.00% rmcustomer

100.00%

Computations shown on this work sheet are from page labeled aTrial Balance in this work book.
Allocation percentage were computed based on Expenses charged by Citizens Utilities and
are then applied to proforma amounts.

|
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Arizona American - Havasu Water Exhibit

Rebuttal Schedule 7
Page 3
Witness: Kozo ran

Test Year Ended December 31, 2001
Cost of Service Study, Using Commodity Demand Method

DEVELOPMENT oF CLASS ALLOCATION FACTORS

I COMMODITY ALLOCATION FACTOR

(a)
Total Gallons
(in 1,000'$)
In Test Year

113,494

10,934I
I 6,725

17,224
12,247

Meter Size
5/8" x 3/4"

3/4"

1-1/2"

3 11

10"
Totals

Percent
of

Total
70.66%
0.00%
6.81°/o
0.00%
4. 19°/o

10.72%
7.62°/o
0.00%

0.000°/o
0.000%

100.00%

Meter
Size

5/8" x 3/4
3/4"

1-1/2"
2"

10"
Totals

DEMAND ALLOCATION FACTOR

(a) Equivalent
Number Number

of Meters of Meters
and/or and/or
Services Services

1,169 1,169
- 0

7 18
- 0

5 40
3 48
5 125

- 0
- 0
- 0

1,189 1,400

Equiv-
alent

Weight
1.0
1.5
2.5
5.0
8.0

16.0
25.0
50.0
80.0

160.0

Percent
of

Total
83.53%
0.00%
1.25°/o
0.00%
2.86°/o
3.43%
8.93%
0.00%
0.00%
0.00%

100.00%160,624

CUSTOMER ALLOCATION FACTOR SERVICES ALLOCATION FACTOR (b)

I
$

I

Met e r
Size

5/8" X 3/4"
3/4"
1"

1-1/2"

4"

10"
Totals

Number
of Meters

1,169
0
7
0
5
3
5
0
0
0

1,189

Percent
of

Total
98.32%
0.00%
0.59%
0.00%
0.42%
0.250/0
0.42%
0.00%
0.00%
0.00%

100.00%

Meter
Size

5/8" x 3/4
3/4"
1"

1-1/2"

6"

10"
Totals

Number

of
Services

1,169
0
7

0
5
3

5
0
0

0
1,189

Install-
ation
Cost
355.00
355.00
405.00
435.00
565.00
750.00

1,090.00
1,600.00
1,600.00
1,600.00

Weighted
Number
Services
414,995

0
2,835

0
2,825
2,250
5,450

0
0
0

428,355

Percent
of

Total
96.88%
0.00%
0.66%
0.00%
0.66%
0.53%
1.27%
0.00%
0.00%
0.00%

100.00%

METER ALLOCATION FACTOR (b)

I
I
I

Meter Number
Size of Meters

5/8" x 3/4" 1,169 $
3/4" 0
1" 7

1-1/2" 0
2" 5
3 ll 3
4" 5
6" 0
8" 0
10" 0

Totals 1,189
(a) Includes customer and gallon sold annualization
(b) Meter and Service Line cost from Arizona Corporation Commission Memo of April 23, 2002

from Marlin Scott, Jr.. Meter costs based on compound meters. Cost of service line and

Meter
Cost
105.00
105.00
215.00
425.00

1,615.00
2,170.00
3,095.00
6,070.00
6,070.00
6,070.00

Weighted
Dollars

of Meters
122,745

0
1,505

0
8,075
6,510

15,475
0
0
0

154,310

Percent
of

Total
79.54%
0.00°/o
0.98%
0.00%
5.23°/o
4.22%

10.03%
0.00%
0.00%
0.00%

100.00%
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Arizona American - Havasu Water Exhibit
Rebuttal Schedule G-9
Page 1
Witness: Kozo ran

Test Year Ended December 31, 2001
Comparison of Acc Staff Proposed Rates to Computed Rates from Cost of Service Study
to Computed Rates from Cost of Service Study wi thout Equity Return or Income Taxes

Computed Commodity Cost from Rebuttal Schedule G-8, Page 4a

Computed Demand Cost for 5/8 Inch Meter from Rebuttal Schedule G-8, Page 4a
Computed Customer Cost for 5/8 Inch Meter from Rebuttal Schedule G-8, Page 4a
Computed Service Line Cost for 5/8 Inch Meter from Rebuttal Schedule G-8, Page 4a
Computed Meter Cost for 5/8 Inch Meter from Rebuttal Schedule G-8, Page 4a
Computed Monthly Minimum Charge with zero gallons in minimum from Rebuttal Schedule G-8, Page 4a

$0.3819
$ 7.14

8.79
1.52
1.62

$ 19.07

$ 9.24
Acc Staff Proposed Rates
Proposed Monthly Minimum for 5/8" Meter
Proposed Commodity Rate

0 to 4,000
4,001 to 100,000

Over 100,001

$
$
$

0.81
1.21
1.45

Col. 1 Col. 2 Col. 3 Col. 4
(Col. 2+ 3)

Col. 5 Col. 6 Col. 7 Col. 8
(Col. 6 + 7

Computed C
Return or In

oats, without Equity
come Taxes

Usage

Col. 9

(Col, 8-4)
R€COV€l'Y

o f  E x p e n s e s

o r ,

( L a c k  o f

R e c o ve r y )

$

Usage

<-Level->

When

Revenues

Equal

Expenses

$0.3819
0.76
1.15
1.53
1.91
2.29
2.67
3.06
3.44
3.82
4.20
4.58
4.96
5.27
5.35
5.73
6.11
6.49
6.87
7.26
7.64
8.02
8.40
8.78
9.17
9.55
9.93

10.31
10.69
11.07
11.46

Total
Cost of
Service

$ 19.07
$ 19.45

19.83
20.22
20.60
20.98
21.36
21.74
22.12
22.51
22.89
23.27
23.65
24.03
24.34
24.42
24.80
25,18
25.56
25.94
26.33
26.71
27.09
27.47
27.85
28.23
28.62
29.00
29.38
29,76
30.14
30.53

(No Rate

of Return

on

Equity

or

Income

Taxes

Included)

Commodity Total
Revenue Revenue

$ 9.24
$ 10.05

10.86
11.67
12.48
13.69
14.90
16.11
17.32
18.53
19.74
20.95
22.16
23.37
24.34
24.58
25.79
27.00
28.21
29.42
30.63
31.84
33.05
34.26
35.47
36.68
37.89
39.10
40.31
41.52
42.73
43.94

0.81
1.62
2.43
3.24
4.45
5.66
6.87
8.08
9.29

10.50
11.71
12.92
14.13
15.10
15.34
16.55
17.76
18.97
20.18
21.39
22.60
23.81
25.02
26.23
27.44
28.65
29.86
31.07
32.28
33.49
34.70

(9.83)
(9.40)
(8.97)
(8.55)
(8.12)
(7.29)
(6.46)
(5.63)
(4.80)
(3.98)
(3.15)
(2.32)
(1.49)
(0.66)
0.00
0.16
0.99
1.82
2.65
3.48
4.30
5.13
5.96
6.79
7.62
8.45
9.27

10.10
10.93
11.76
12.59
13.41

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

Line

M
1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

39

40

41

42

43

44
45

46
47

48

49

50

51

52

53

54

55

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
11,000
12,000
13,000

13,805
14,000
15,000
16,000
17,000
18,000
19,000
20,000
21,000
22,000
23,000
24,000
25,000
26,000
27,000
28,000
29,000
30,000

Average Usag
7,650

Monthly
Minimum Commodity
Revenue Revenue
$ 19.07
$ 19.07

19.07
19.07
19.07
19.07
19.07
19.07
19.07
19.07
19.07
19.07
19.07
19.07
19.07
19.07
19.07
19.07
19.07
19.07
19.07
19.07
19.07
19.07
19.07
19.07
19.07
19.07
19.07
19.07
19.07
19.07

e
19.07 2.92 21.99

Monthly
Minimum

Usage Revenue
- $ 9.24

1,000 9.24
2,000 9.24
3,000 9.24
4,000 9.24
5,000 9.24
6,000 9.24
7,000 9.24
8,000 9.24
9,000 9.24

10,000 9.24
11,000 9.24
12,000 9.24
13,000 9.24

13,805 9.24
14,000 9.24
15,000 9.24
16,000 9.24
17,000 9.24
18,000 9.24
19,000 9.24
20,000 9.24
21,000 9.24
22,000 9.24
23,000 9.24
24,000 9.24
25,000 9.24
26,000 9.24
27,000 9.24
28,000 9.24
29,000 9.24
30,000 9.24

Average Usage
7,650 9.24 7.66 16.90 (5.09)



Arizona American - Havasu Water Exhibit
Rebuttal Schedule G-9
Page 2
Witness: Kozo ran

Test Year Ended December 31, 2001
Comparison of Acc Staff Proposed Rates to Computed Rates from Cost of Service Study

to Computed Rates from Cost of Service Study wi th Equity Return or Income Taxes

Computed Commodity Cost from Rebuttal Schedule G-8, Page 4

Computed Demand Cost for 5/8 Inch Meter from Rebuttal Schedule G~8, Page 4
Computed Customer Cost for 5/8 Inch Meter from Rebuttal Schedule G-8, Page 4
Computed Service Line Cost for 5/8 Inch Meter from Rebuttal Schedule G-8, Page 4
Computed Meter Cost for 5/8 Inch Meter from Rebuttal Schedule G-8, Page 4
Computed Monthly Minimum Charge with zero gallons in minimum from Rebuttal Schedule G-8, Page 4

$0.3916
$ 8.74

9.15
2.10
2.04

$ 22.03

$ 9.24
ACC Staff Proposed Rates
Proposed Monthly Minimum for 5/8" Meter
Proposed Commodity Rate

0 to 4,000
4,001 to 100,000

Over 100,001

$
$
$

0.81
1.21
1.45

COI. 1 Col. 2 Col. 3 Col..4
(Col. 2+ 3)

Col. 5 Col. 6 Col. 7 Col. 8
(Col. 6 + 7

Computed C
Return and

oats, with Equity
Income Taxes

Usage
Commodity

Revenue

Commodity

Revenue

$0.3916 $

Monthly
Minimum
Revenue
$ 22.03
$ 22.03

22.03
22.03
22.03
22.03
22.03
22.03
22.03
22.03
22.03
22.03
22.03
22.03
22.03
22.03
22.03
22.03
22.03
22.03
22.03
22.03
22.03
22.03
22.03
22.03
22.03
22.03
22.03
22.03

0.78
1.17
1.57
1.96
2.35
2.74
3.13
3.52
3.92
4.31
4.70
5.09
5.48
5.87
6.27
6.66
6.89
7.05
7.44
7.83
8.22
8.62
9.01
9.40
9.79

10.18
10.57
10.97

Total
Cost of
Service

$ 22.03
$ 22.42

22.81
23.20
23.59
23.99
24.38
24.77
25.16
25.55
25.94
26.34
26.73
27.12
27.51
27.90
28.29
28.69
28.91
29.08
29.47
29.86
30.25
30.64
31.04
31.43
31.82
32.21
32.60
32.99

Usage

<-Level->

When

Revenues

Equal

Expenses

and

Rate of

Return

and

Income

Taxes

0.81
1.62
2.43
3.24
4.45
5.66
6.87
8.08
9.29

10.50
11.71
12.92
14.13
15.34
16.55
17.76
18.97
19.68
20.18
21.39
22.60
23.81
25.02
26.23
27.44
28.65
29.86
31.07
32.28

Total
Revenue
$ 9.24

10.05
10.86
11.67
12.48
13.69
14.90
16.11
17.32
18.53
19.74
20.95
22.16
23.37
24.58
25.79
27.00
28.21
28.92
29.42
30.63
31.84
33.05
34.26
35.47
36.68
37,89
39.10
40.31
41.52

Col. 9
(Col, 8-4)
Recovery

of Expenses
Rate of

Return &
IncomeTax
or (Lack of
Recovery)

$ (12.79)
(12.37)
(11.95)
(11.53)
(11.11)
(10.30)
(9.48)
(8.66)
(7.84)
(7.02)
(6.20)
(5.39)
(4.57)
(3.75)
(2.93)
(2.11)
(1.29)
(0.48)
0.00
0.34
1.16
1.98
2.80
3.62
4.43
5.25
6.07
6.89
7.71
8.53

ge

I
I
I
I
I
I
|
I
I
I
I
I
I
I
I
I
I
I
I

Line

M
1

2

3

4

5

6

7

8

9

10

1 1

12

13

14

15

16

17

18

19

20

2 1

22

23

24

25

26

27

28

29

30

3 1

32

33

34

35

36

37

38

39

40

4 1

42

43

44

45

46

47

48

49

50

5 1

52

53

54

55

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
11,000
12,000
13,000
14,000
15,000
16,000
17,000

17,585
18,000
19,000
20,000
21,000
22,000
23,000
24,000
25,000
26,000
27,000
28,000

Average Usa
7,650 $ 22.03 $ 2.996 $ 25.0z

Monthly
Minimum

Usacze Revenue
- $ 9.24

1,000 9.24
2,000 9.24
3,000 9.24
4,000 9.24
5,000 9.24
6,000 9.24
7,000 9.24
8,000 9.24
9,000 9.24

10,000 9.24
11,000 9.24
12,000 9.24
13,000 9.24
14,000 9.24
15,000 9.24
16,000 9.24
17,000 9.24

17,585 9.24
18,000 9.24
19,000 9.24
20,000 9.24
21,000 9.24
22,000 9.24
23,000 9.24
24,000 9.24
25,000 9.24
26,000 9.24
27,000 9.24
28,000 9.24

Average Usage
7,650 $ 9.24 7.66 16.90 (8.13)
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Arizona American - Havasu Water
Changes in Representative Rate Schedules

Test Year Ended December 31, 2001

Exhibit
Rebuttal Schedule H-3
Page 1
Witness: Kozo ran

Customer Classification
and Meter Size

Present
Rates

Proposed
Rates

Percent
Change

Percentage Increase in Monthly Minimums
Percentage Increase in Commodity Rates

Monthly Usage Charge for:
Residential.CommerciaI, Irrigation, Resale and Miscellaneous Customers
5/8 x 3/4 Inch $
1 Inch
1 1/2 Inch
2 Inch
3 Inch
4 Inch
6 Inch
8 Inch

10.00
17.10
24.00
33.60
45.60
57.60

200.00
400.00

$ 12.99
22.23
31.20
43.68
59.28
74.88

260.00
520.00

29 .90°/o
30.00%
30.00%
30.00%
30.00%
30.00%
30.00%
30.00%

Multi-unit properties - multiple of 5/8 inch minimum charge.

Gallons In Minimum
All, except Multi-unit
Multi- unit - multiple of minimum

1,000 1,000

Tier 1: Gallons upper limit
All, except Multi-unit
Multi- unit multiple of tier

99,999,999 99,999,999

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

Line

1
2

3

4

5
6
7

8

9
10

11
12

13
14

15
16

17
18
19
20

21
22
23

24
25

26
27

28

29
30

31
32

33
34
35

36

37

38

39
40

41
42
43

44
45
46
47
48

(a) Rounded to nearest whole cent



Arizona American - Havasu Water
Changes in Representative Rate Schedules

Test Year Ended December 31, 2001

Exhibit
Rebuttal Schedule H-3
Page 2
Witness: Kozo ran

Customer Classification
and Meter Size

Present
Rates

Proposed
Rates

Percent
Chanqe

Tier 2: (Gallon upper limit, up to, but not exceeding)
All, except Multi-unit
Multi- unit - multiple of tier

99,999,999 99,999,999

Tier 3: (Gallon over)
All, except Multi-unit
Multi- unit - multiple of tier

99,999,999 99,999,999

Commodity Rates (per 1,000 gallons over minimum and per Tier)
All, summer rate Tier 1
All, summer rate Tier 2
All, summer rate Tier 3
All, summer rate Tier 4

$ 1.42
1.42
1.42
1.42

$ 1.85

1.85

1.85
1.85

30.28%
30.28%
30.28%
30.28%

Line
No.

1
2

3
4

5
6
7

8
9
10
11
12
13
14
15

16

17

18

19
20
21

22
23

24
25
26

27

28

29

30

31
32

33

34
35
36

37
38

All, winter rate
All, winter rate
All, winter rate
All, winter rate

Tier 1
Tier 2
Tier 3
Tier 4

$ 1.31
1.31
1.31
1.31

$ 1.70
1.70
1.70
1.70

29.77%
29.77%
29 .77%
29.77°/o

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

(a) Rounded to nearest whole cent



Arizona American - Havasu Water
Changes in Representative Rate Schedules

Test Year Ended December 31, 2001

Exhibit
Rebuttal Schedule H~3
Page 3
Witness: Kozo ran

Line
No.

Present
Rates

$ 25.00
$ 35.00

Proposed
Rates

$ 25.00
$ 35.00

* *

* *

***

$ 25.00
$ 35.00
$ 10.00

(b)

1

2

3

4

5

6

7

8

9

10

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Other Service Charges
Establishment & Reestablishment
Establishment (After Hours)
Reconnection (Deliquent)
Reconnection (After Hours)
Meter Test
Deposit
Deposit Interest
Re-Establishment (With-in 12 Months)
Service Calls, Minimum Service Charge $ 25.00
Service Calls, Minimum Service Charge, After Hours $ 35.00
NSF Check $ 10.00
Deferred Payment, Per Month (b)
Meter Re-Read $ 5.00 5.00
Charge of Moving Customer Meter -
Customer Requested

Late Payment Charge, 1.50% of balance
Damages to Meter Locks, Valves, Seals Cost Cost (2)
Sprinklers (a)
(1) Greater of 1.50% or $5.00 Present Rates or 1.5% or $10.00 Proposed Rates.
(2) $40.00 plus actual cost of making repairs.
** PER COMMISSION RULES (R14-2-403.B)
*** MONTHS OFF SYSTEM TIMES MINIMUM (R14-2-403.D)
IN ADDITION To THE COLLECTION oF REGULAR RATES, THE UTIL1IW Vl/ILL COLLECT FROM

ITS CUSTOMERS A PROPORTIONATE SHARE oF ANY PRIVILEGE, SALES, USE, AND FRANCHISE
TAX. PER COMMISSION RULE (14-2-409.D 5)

ALL ADVANCES AND/OR CONTRIBUTIONS ARE To INCLUDE LABOR, MATERIALS, OVERHEADS,
AND ALL APPly_ICABLE TAXES, INCLUDING ALL GROSS-UP TAXES FOR INCOME TAXES,
oR, THE COMPANY MAY ELECT To PAY THE INCOME TAXES, IF APPLICABLE.

(b) May include a service charge
Present Charges
Service Charges
Installation of

Cost Cost

27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45

Meter Size
5/8 x 3/4 Inch
3 / 4 Inch
1 Inch
1 1/2 Inch
2 Inch
3 Inch
4 Inch
6 Inch
8 Inch
Meters Larger than 8"

Ser. Line
$210.00
$210.00
$215.00
$225.00
$275.00

Cost
Cost
Cost
Cost
Cost

Meter
$ 65.00
$ 85.00
$110.00
$250.00
$375.00

Cost
Cost
Cost
Cost
Cost

PNDPOS€d
Charges

$500

$575

$660

$900

$2 ,220

Cos t

Cos t

C os t

Cos t

Cos t

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

As meters and service lines are now taxable income for income purposes, The Company
shall collect income taxes on the meter and service line charges.
Any tax collected will be refunded each year that the meter deposit is refunded .
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m<1-N

I
I
I

IE<
c"quo Hl\mW@@9N0@gouovv-¢on
'Sv-l91-IKNICNQ'v-4 N

§
N

as8
m 1\QB
"° LmN

`Q v-4
> m 81

`U I I l I | I
C
m

I I I I s I I I I
8ooo
q
o

E E cm
u

I I I u:
:s *a c ~Lnm an 39 Lm

8 ° o

a g o

9-
m
X
of
m

mC)uC
9̀U\DG\O\©v'4N<r moo-av-oo-'\~Q<n~fzQ<c
c  m  a  m  n  c m  g
. o o m l . n n oumnmmnm.G. ,_1
8Q

m LD

Nof<11<1-oqm

8 8
mI\¢v1

U p .-..-:
35.35

4: al ;|
m
B
|-

I I I
Lm1-19-1̀
N
N

v-1
so
<11O\<-
Qm

el
8

o

Uq-q-®@w,.-1Qw01\v-ql\\0
u~°°1"'1-'"'"nN¢®¢O\

<

a >  8 \ 0 m n ¢

-<1 ' wo m n \ . o
E
3

|.. -88
Eé8é

9
_gm

8 8 2 :

5882

5888
§ 3.8
ms"

< $3

88U 9U)3CQ x.
E O-C m
4-J
_ o G.) on.<Jou<nEl-

G)
Es: __x.___e  3 8 z § sU m

Q I-
e

E ¢5 0 U ».. ¢h

E
8 8 5 8 2 8
Ewes

go
m
m

*x
mc
'ES
z

I
I
I
I
I

w- m\oloomo-#nm <|-
N

G.)

c o

8o 82 cm
Q 8as .n
a s.35 :E
§ 3o8 u:
5 .so



I
I
I 311-1

I

Lm m m N xo
C \̀ w N M  N
a l Lm LQ
N m

o 1-1 m of m
m 1-1 v Q Lm

|  e t m n_
1-4 N

Lm
o f
o f̀
Lm

I I

vol

of N \D 1-1 N
of ~<r v- MD 8
v-_ m 1-4 o
N

` `N o
v-1

no q- m v-4 m
N Lm q- q- w
I\ `
q-

N Lm LQ
1-4 no

1-1
1-1
N `

1-1

891
moomInm.-4

v- m Lm 1-1 of 1-1
m M m m ~=r N
Lm 'Q v-l of m of

opp
` `

Lm N
1-1

Ln
<11
m
Lm

PA

oool .noo\nmoooo--1ovn w m m m m` ` ` ` `mov--1mmm v-ILN

m ~<r Lm m m NLD m 1-1 N N |\
1-4 "L N "1""L °1

N 8 9cmvs

q -
H

°1
m

<r
LE

'ml

o N pp N v- mN O\ of m m o"1 q "-L N qs
Lm 1-( m RDH

¢*> v- v q- m mo 1-4 of m n.m ~_ 1-1 M of o
m

In. 4.
1-1'~.D

o f
M

°1
N
N

c(0
Eo
8¥
8
G)._ : an.c .Q u18

G)
3
'UQ)
. c
u
m

rd ;8 --4 us
. Q

q)
85 no 8 3

'hI
L m o m aD Lm ofN N v m N 1-1

c o  o m  m  N N
Lm Lm N v  ° £

uocomowo
m w m m n` ` ` `NH¢*)Lhl\1-l

m N I \

of
ofLǹ
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131

.J

o

298
838

884
983
958.so
§§§
8.2 U)

2.a
E  E
> 8 cy

_an
0 8

gt;
E 115

Q B"m*is
¢ 5 :

.Q-IJ
8.c

E 31
1 - 4

o

t n a .

3

c
w as

¢:

.Q
u
Q
Q.
as
a

"6
C

.Q
303

'Ewan
E n

8
8 5

G)-5-90i9)
W :.5-"' .Ag

EWU

m

E T
tn o um

: ._
E01 'U nc 'u 8 ._ up Z

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I o

8

(5 8
o

m Ru c 28 8
*.- UP co up

GJ  93

>8 8 3 .5

g o  8
: ._

8399 w  v »  S
Q)

v u
E.9.9\;
8 . 5 ¢

8 E° ..a 5

§'é' go.
2 8 . ° o81111-1

ume

"E1. 10 Q
8°§§8

8

c

5) .C _.
:  C  u

x.. ._ 3
E O L: E cm

£98 >.c m -

E 9 5 g

_ m § 8 v m %

4885898
"3~58§§
8:83588

.:333=
8 3 0 1 8 5 3 3

299
35§g83§

Ev i ég i gg

a33§§§88

QE#

1a§ n.|: 8 2

§8§3*
83588
£283
.2§;,
33:/8309

=§=8

E
.,

5

c

: 3

9

_'5 xo
-§§3

i5=.§

Q

§2 §
8§§§§i3 3 8 9

c  8 8

Q u

8 8 1 2'E go"
E

g'm
m JL'
. - EE 3

N
cu |:

8:8
' E  6  *g

gm
Q

"at

83
<

o o o
Q Q Q1-4 N mo  o  om m m

o  o  o  o  o
Q  Q  Q  q  Q
o  1 - 1  N  m  ¢
1-1 -4 1-1 1'-I v-I
p p  m  m  m  m

843388889



I
I

83
mmmv-mmm-l<~4-»
@9'@\'VIIv-lf\lf\l@\DI\1 I-n¢v1<1;Lnv-ccnLnU>\o

f\l<l'\D O\ mfr
-4 v-1m

v-i

I l I I I

9' ~»-4
of co
m Ln`  `m NofN

m
m
<11

MO

/

z
ll.)

m
M

°1
q-
m

x. ~_
m
9 - 1
v-I

L..

Eo

nmorvmmmmnn*-4
Q<r_<r-<qno1<r_\o' |

1-iv-IO
v-1

MO
C'\
Q
N
<2-1-4

o
E

5 5

m
N
o f
N

L n
m`
KD
1-1

u

u 43 8
.Q Ev g
.C -Q UI 4.1

~e>
w
2 3
§ E
.c 8oon ¥

:I :
m m ' -

'Uc
m
E
a

m
of
UP

m
m
v-4

`
q -
m

Lm w
831v-I -4

I I I
~<r (9of N
"̀ L""LON <2-

m
N

9
'z
N
m
N

mnLn<rr\'1O\¢'*1-4n-4
oo<t-com - 4 n n o o \ o l \
Lnr~1v;\q-¢qn\Q~q=o

nwrwo m ww-
1-4

I
as :-.-co
m Lǹ
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Arizona American - Mohave Water Exhibit
Rebuttal Schedule G-7
Page 2
Witness: Kozo ran

Test Year Ended December 31, 2001
COMMODITY - DEMAND MErHOD Function FACTORS

Plant and Depreciation Expense Allocations

Total Demand Commodity
0.90 0.10
0.90 0.10
0.90 0.10

Customer
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00

0.25

1.00
1.00
1.00
1.00
0.75

1.00
0.75

Description
Wells
Pumps & Equipment
Distribution Mains
Customer
Services
Meters
Fire Hydrants
Transportation Equip.
Ofl9ce Furniture
Communication Equip. 0.25

To Approximately Match Acc Staff Proposed Rates for 5[8 Inch Meter
Demand and Commodity Allocation to Wells, Pumps and Equipment and
Distribution Mains would need to be changed to approximately match
Acc Staff's proposed monthly minimums and commodity rates. The

match would be Acc Staffs Proposed Rates to Computed Monthly
Minimum and Commodity rate WITHOUT Equity returns and
Income Taxes. Match would be based on cost only.

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
to
21
22
23
24
25
26
27
28
29
30
31
32

Description
Wells
Pumps & Equipment
Distribution Mains

Required Allocations:
Total Demand Commodity

1.00 -1.15 2.15
1.00 -1.15 2.15
1.00 -1.15 2.15

Customer



I
I

Arizona American - Mohave Water

I Test Year Ended December 31, 2001
Cost of Service Study, Using Commodity Demand Method

DEVELOPMENT oF ALLOCATION FACTORS

Exhibit
Rebuttal Schedule 7
Page 2a
Witness: Kozo ran

I
Labor Allocation Factors
Pumping Labor
Meter Labor
Customer Labor

25.53°/0
12.20%
62.28%

100.00%

|
I
I

Repairs and Maintenance Allocation Factors
Repairs and Maintenance Demand
Repairs and Maintenance Pumping
Repairs and Maintenance Mains
Repairs and Maintenance Services
Repairs and Maintenance Meters
Repairs and Maintenance Customer

1.49%
13 I 56°/o
29.88%
30.27%
24.80%
0.00%

100.00%

I Computations shown on this work sheet are from page labeled aTrial Balance in this work book.
Allocation percentage were computed based on Expenses charged by Citizens Utilities and
are then applied to proforma amounts.I

I
I
I
I

I
I
|
I



Arizona American - Mohave Water Exhibit
Rebuttal Schedule 7
Page 3
Witness: Kozo ran

Test Year Ended December 31, 2001
Cost of Service Study, Using Commodity Demand Method

DEVELOPMENT OF CLASS ALLOCATION FACTORS

COMMODITY ALLOCATION FACTOR

(a)

DEMAND ALLOCATION

( a )
Number

of Meters

and/or
Seryiees

12,947

eA<=rQR
Equivalent

Number
of Meters

and/or
Serylees

Total Gallons
(in 1,000's)
In .Tesla Year

1,234,371

74,193
22,688

318,324
39,264
17,799
59,880

Meter Size
5/8" X 3/4"

3/4"

1-1/2"

10"
Totals

Percent
of

Total
69.88%
0.00%
4.20°/o
1.28%

18.02°/o
2.22%
1.01%
3.39%

0.000%
0.000%

100.00%

Meter
Size

5/8" x 3/4
3/4"

1-1/2"

3 i v

10"
Totals

223
25

336
17
66
18

5
1

13,638

Equiv-
alent
Weight

1.0
1.5
2.5
5.0
8.0

16.0
25.0
50.0
80.0

160.0

Percent
of

Total
65.72%
0.00%
2.83%
0.63%

13.65°/o
1.38%
8.38%
4.57%
2.03%
0.81°/o

100.00%1,766,520

12,947
0

558
125

2,688
272

1,650
900
400
160

1 9 0 0

CUSTOMER ALLOCATION FACTOR SERVICES ALLOCATION FACTOR (b)

Number
of Meters

Meter
Size

5/8" X 3/4"
3/4"

1-1/2"

10"
Totals

12,947
0

223
25

336
17
66
18
5
1

13838

Percent
of

Total
94.93%

0.00%
1.64%
0. 18%
2.46%
0. 12%
0.48°/o
0. 13%
0.04%
0.01%

100.00%

Meter
Size

5/8" x 3/4
3/4"

1-1/2"

10"
Totals

Number
of

Services
12,947

0
223
25

336
17
66
18
5
1

13,638

$

Install-
ation
Cost
355.00
355.00
405.00
435.00
565.00
750.00

1,090.00
1,600.00
1,600.00
1,600.00

Weighted
Number
Services

4,596,185
0

90,315
10,875

189,840
12,750
71,940
28,800
8,000
1,600

5,010,305

Percent
of

Total
91.73%
0.00%
1.80%
0.22%
3.79°/o
0.25%
1.44%
0.57%
0.16%
0.03%

100.00%

METER ALLOCATION FACTOR (b)

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

Weighted
Meter Number Dollars

Size of Meters of Meters
5/8" x 3/4" 12,947 $ 1,359,435

3/4" 0 0
1" 223 47,945

1-1/2" 25 10,625
2" 336 542,640
3 ll 17 36,890
4" 66 204,270
6" 18 109,260
8" 5 30,350
10" 1 6,070

Totals 13,638 2,347,485
(a) Includes customer and gallon sold annualization
(b) Meter and Service Line cost from Arizona Corporation Commission Memo of April 23, 2002

from Marlin Scott, Jr.. Meter costs based on compound meters. Cost of service line and

Meter
Cost
105.00
105.00
215.00
425.00

1,615.00
2,170.00
3,095.00
6,070.00
6,070.00
6,070.00

Percent
of

Total
57.91%
0.00%
2.04%
0.45%

23.12%
1.57%
8.70%
4.65%
1.29%
0.26%

100.00%



_ . _ . _w N o m m <r m of13 o 8.Dv-4 "1
M

18
m

l \ ° n o o l \ € o v - 4 8 n

m '1-4
v-4 V- i(\|

m
o f

"1
(q mN ov- o` `of owv-I 1-1N m

o f  N  N  n oof N in o
"1 v ;  et  et
| \  g  r " l  N
m N  N

- 4 N

[\
an

w§\w8\Q\nwm wmwn;QQ4m~Q~®
4 - 1 Y I ' f \ l 9 "GJ24

<1-lm' so *Q v-`
N m  N H

"11-1

N
N
Lm̀
we
M

nv-no°l"lvs-cno
N m m ofGN H C 1-4
o of  N Q

o no
m  N  I  9 -

<5u~TcrT<r

q -
m

Q
».o
m
N

1-l

ur-

mLow e ~ m H m H w ¢
U 1 - ( @ l \ * ' I \ ¢ V ' 3 ¢ \ I C \

E m'Dm
<f1.-r

06 Rico .69-1N on .mm Ln oo"1

L n
m
N`
| \
M

9  8
q s
H  G N
o f  H1-1

m q- m wm o m wem N m *.|
Lm H 9' HN m Lm mlv-4 m

<r
m

ff;
w
m
N

H

<0- q).

~°1m

~lr I

url!

mNm
ofN

so <~lb
b l

ala? 00391n""" m| r ~ | 9 h \ o \ o 8 3
_ ° = z " ' " m ' \ ~ " 1

8 " ' 8 8 " " ' 9 l q 3
- I

m  o f
o  N
m  o f̀
1-4 cw
w  o f

m m x o m
n o m o w v - \

` ` ` `

c o w - Q - x o

v-(

1

L m°\"1RD

°P
LE
an c
3 3`U
2 8
.al §8
- as,'§.-¢u>

- D : Q)

n ¢ n . §
Q - T viII

m N
Q-0

E
3

E

8 9 9 8
u
C

I
N

f"'~. CL 1-1

*° o
'D

8 I

E cIUI

m

8co FT
'-° +
G e  1 ;
Q. . :  3
6 + N

FT

TG

E

"5
L-
GJ
. o

z
'UQ)

*Ru3
at o  8  3 "  g

E

mG).E4-»

3U Qu?
< E

o
LL

4- 1

o

E N )

d u.
v-C

8~'é .-IU o 3 gt
Q- < 8

' E
m
v-4

C fr.C 0 ' U
l .u jg

>_g
L.. 8
o

'6v-4 4- 8
G)

E l
m
G)

.E
-A-I

G)

E

_QS
and898 Q

2 § §
| . __l85l1-'35

882585;~8 E8g
gS385=
8838§§
8 E. m 38
=§8§83
83 Gs
5 ° 8 3

G)

as

o
Eo

G)
E
o
c

mG)
2 U )

3
3
.C 85um

m
.x

w  2  g

:go
no §

o. L 1. Z

we, z
(D 'u

3 '63

Q. as o f
m
u p̀
m

' U
-I-J

8-'gr
82

u

'Uo-
' E  E

E  8 :
E  Z g

as ix
o '

B e

§
c _c 'i' U  . uO : :

u  1 0
:  D .

8
Q) 0-1

U P  3 cm oz u- -'-E 8q )  u

v  v  U
'U`  c  :  8

m U

$40uo
z
u
ozvr td
>

8
u

r-'I
-14

G)

5 5 : 8 1

§.,..__ ¢r
8e 22_e

E

l i z
1- e ¢r H0

QS
q) G)

8
2 m

°u'3
88ea

-gm
C X
" o f

-IE
G)

go§83§
§§3M
: > - 8 =

88§§3-
88888= v§¢3&8888

s3 § E
§ EE

8 - 9 8 8 v

s(§§
£382 $8

15 G)
m E  L .

u

§v> :
C can av

9 5 § 3
=iTB

U\.. Lu :  . -m ro 2
Q) >~Q E as Q. Q. _Q E

oass8

2
3 6? 9
4 388
2 m :
.Q 8 ET
8 is;

.Ear
853 3888
°§a 3628
8%? '"*BE
838 £35883; §
g g 33§§
888 Es
3 2 8 3 3 5 2 9

g

3
38 8
§8 |-

88~=
8438
8482
E
£253
§§=E¢ ¢ § §

0338"?é 1s
§§*e
ea G) x> so

o

et
c m
m
U 7 2

C
Q)

8
c

m
C cm E

G) \  ._
.- 4 8-
<,, of. o¢

4:
o

an o m
89 o8 u8 I-

as
gr u
N Ur
.c ._
o m
a "6
E 8-,
vo E:  3
o  z

8
8
E
8'
E:E
5E
.g
8

"8
~§H0
°'a-,
v e
88

3

88

a)_.o m

w e '¢lJuJ

w
m
H
as
.a
U

|
: I

E
5
E
E Q
8 8o 3 2

ET-§
§§E=
8 £ 3 5 :
_EE § 3

83389° , § §
@8888936 8-

2"' 8§9§
89 Eg*C maX

8 6 ¢ 8 § 2
3 8

Ea 88835s§£
=§:§§go

*g8 8
.

58632
m ea ' 1-433~~~¢m@~wm2 §m:m8m9 m o 1-1 N mv-4 N N N N v -  L m  w  N  o f  m

N  N  N  N  N  N
o vs N m q- Lm LD N ofm m M m m m m m m U\m



G o
9-'-"

m
m
o f
N
~Q
v-4

wofLǹ
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Arizona American - Mohave Water Exhibit
Rebuttal Schedule G-9
Page 1
Witness: Kozo ran

Test Year Ended December 31, 2001
Comparison of Acc Staff Proposed Rates to Computed Rates from Cost of Service Study

to Computed Rates from Cost of Service Study wi thout Equity Return and Income Taxes

Computed Commodity Cost from Rebuttal Schedule G-8, Page 4a

Computed Demand Cost for 5/8 Inch Meter from Rebuttal Schedule G-8, Page 4a
Computed Customer Cost for 5/8 Inch Meter from Rebuttal Schedule G-8, Page 4a
Computed Service Line Cost for 5/8 Inch Meter from Rebuttal Schedule G-8, Page 4a
Computed Meter Cost for 5/8 Inch Meter from Rebuttal Schedule G-8, Page 4a
Computed Monthly Minimum Charge with zero gallons in minimum from Rebuttal Schedule G-8, Page 4a

$0.2130
s 3.55

7.37
1.31
1.65

$ 13187

$ 7.27
ACC Staff Proposed Rates
Proposed Monthly Minimum for 5/8" Meter
Proposed Commodity Rate

0 to 4,000
4,001 to 100,000

Over 100,001

$
$
$

0.81
1.23
1.47

Col. 1 COI. 2 Col. 3 COI. 4
(col. 2+ 3)

Col. 5 Col. 6 Col. 7 Col. 8
(Col. 6 + 7

Computed c
Return or In

oats, without Equity
come Taxes

Usage

Commodity

Revenue

Commodity

Revenue

Col. 9

(Col, 8-4)

Recovery

of Expenses

or,

(Lack of
Recovery)

$

$

Monthly
Minimum
Revenue
$ 13.87
$ 13.87

13,87
13.87
13.87
13.87
13.87
13.87
13.87
13.87
13.87
13.87
13.87
13.87
13.87
13.87
13.87
13.87
13.87
13.87
13.87
13.87
13.87
13.87
13.87
13.87
13.87
13.87
13.87
13.87
13.87
13.87

$0.2130
0.43
0.64
0.85
1.07
1.28
1.49
1.70
1.74
1.92
2.13
2.34
2.56
2.77
2.98
3.20
3.41
3.62
3.83
4.05
4.26
4.47
4.69
4.90
5.11
5.33
5.54
5.75
5.96
6.18
6.39

Total
Cost of
Service

$ 13.87
$ 14.08

14.30
14.51
14.72
14.93
15.15
15.36
15.57
15.60
15.79
16.00
16.21
16.43
16.64
16.85
17.06
17.28
17.49
17.70
17.92
18.13
18.34
18.56
18.77
18.98
19.19
19.41
19.62
19.83
20.05
20.26

Usage

<-Level->

When

Revenues

Equal

Expenses

(No Rate

of Return

on

Equity

or Income

Taxes

Included)

0.81
1.62
2.43
3.24
4.47
5.70
6.93
8.16
8.34
9.39

10.62
11.85
13.08
14.31
15.54
16.77
18.00
19.23
20.46
21.69
22.92
24.15
25.38
26.61
27.84
29.07
30.30
31.53
32.76
33.99
35.22

Total
Revenue
$ 7.27

8.08
8.89
9.70

10.51
11.74
12.97
14.20
15.43
15.61
16.66
17.89
19.12
20.35
21.58
22.81
24.04
25.27
26.50
27.73
28.96
30.19
31.42
32.65
33.88
35.11
36.34
37.57
38.80
40.03
41.26
42.49

(6.60)
(6.00)
(5.41)
(4.81)
(4.21)
(3.19)
(2.18)
(1.16)
(0.14)
0.00
0.87
1.89
2.91
3.92
4.94
5.96
6.98
7.99
9.01

10.03
11.04
12.06
13.08
14.09
15.11
16.13
17.15
18.16
19.18
20.20
21.21
22.23

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

I
I e

Line

1

2

3

4

5

6

7

8

9

10

1 1

12

13

14

15

16

17

18

19

20

2 1

Hz

23

24

25

26

27

28

29

30

3 1

32

33

34

35

36

37

38

39

40

4 1

42

43

44

45

46

47

48

49

so

5 1

52

53

53

54

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000

s,145
9,000

10,000
11,000
12,000
13,000
14,000
15,000
16,000
17,000
18,000
19,000
20,000
21,000
22,000
23,000
24,000
25,000
26,000
27,000
28,000
29,000
30,000

Average Usag
8,787 13.87 1.87 15.74

Monthly
Minimum

Usaqe Revenue
- $ 7.27

1,000 7.27
2,000 7.27
3,000 7.27
4,000 7.27
5,000 7.27
6,000 7.27
7,000 7.27
8,000 7.27

8,145 7.27
9,000 7.27

10,000 7.27
11,000 7.27
12,000 7.27
13,000 7.27
14,000 7.27
15,000 7.27
16,000 7.27
17,000 7.27
18,000 7.27
19,000 7.27
20,000 7.27
21,000 7.27
22,000 7.27
23,000 7.27
24,000 7.27
25,000 7.27
26,000 7.27
27,000 7.27
28,000 7.27
29,000 7.27
30,000 7.27

Average Usage
8,787 7.27 9.13 16.40 0.66



Arizona American - Mohave Water Exhibit
Rebuttal Schedule G-9
Page 2
Witness: Kozo ran

Test Year Ended December 31, 2001
Comparison of Acc Staff Proposed Rates to Computed Rates from Cost of Service Study
to Computed Rates from Cost of Service Study wi th Equity Return and Income Taxes

Computed Commodity Cost from Rebuttal Schedule G-8, Page 4
Computed Demand Cost for 5/8 Inch Meter from Rebuttal Schedule G-8, Page 4
Computed Customer Cost for 5/8 Inch Meter from Rebuttal Schedule G-8, Page 4
Computed Service Line Cost for 5/8 Inch Meter from Rebuttal Schedule G-8, Page 4
Computed Meter Cost for 5/8 Inch Meter from Rebuttal Schedule G~8, Page 4
Computed Monthly Minimum Charge with zero gallons in minimum from Rebuttal Schedule G-8, Page 4

$0.2270

$ 5.02
7.74
1.97
1.65

$ 16.38

$ 7.27
Acc Staff Proposed Rates
Proposed Monthly Minimum for 5/8" Meter
Proposed Commodity Rate

0 to 4,000
4,001 to 100,000

Over 100,001

$
$
$

0.81
1.23
1.47

Col .. 1 Col. 2 COI. 3 COL 4
(Col. 2+ 3)

Col. 5 Col. 6 Col. 7 Col. 8
(Col. 6 + 7

Computed Costs, with Equity
Return and Income Taxes

Usage
Commodity

Revenue

Col. g

(COL 8-4)

Recovery
of Expenses

Rate of

Return &

Income Tax

or (Lack of

Recovery)

$

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

Monthly
Minimum
Revenue
$ 16.38
$ 16.38

16.38
16.38
16.38
16.38
16.38
16.38
16.38
16.38
16.38
16.38
16.38
16.38
16.38
16.38
16.38
16.38
16.38
16.38
16.38
16.38
16.38
16.38
16.38
16.38
16.38
16.38
16.38
16.38

$0.2270
0.45
0.68
0.91
1.14
1.36
1.59
1.82
2.04
2.27
2.44
2.50
2.72
2.95
3.18
3.41
3.63
3.86
4.09
4.31
4.54
4.77
4.99
5.22
5.45
5.68
5.90
6.13
6.36

Total
Cost of
Semi<;e

$ 16.38
$ 16.61

16.83
17.06
17.29
17.52
17.74
17.97
18.20
18.42
18.65
18.82
18.88
19.10
19.33
19.56
19.79
20.01
20.24
20.47
20.69
20.92
21.15
21.37
21.60
21.83
22.06
22.28
22.51
22.74

Usage

<-Level->

When

Revenues

Equal

Expenses

and

Return

on Equity

and

Income

Taxes

0.81
1.62
2.43
3.24
4.47
5.70
6.93
8.16
9.39

10.62
11.55
11.85
13.08
14.31
15.54
16.77
18.00
19.23
20.46
21.69
22.92
24.15
25.38
26.61
27.84
29.07
30.30
31.53
32.76

Total
Revenue
$ 7.27

8.08
8.89
9.70

10.51
11.74
12.97
14.20
15.43
16.66
17.89
18.82
19.12
20.35
21.58
22.81
24.04
25.27
26.50
27.73
28.96
30.19
31.42
32.65
33.88
35.11
36.34
37.57
38.80
40.03

(9.11)
(8.53)
(7.94)
(7.36)
(6.78)
(5.78)
(4.77)
(3.77)
(2.77)
(1.76)
(0.76)
0.00
0.24
1.25
2.25
3.25
4.25
5.26
6.26
7.26
8.27
9.27

10.27
11.28
12.28
13.28
14.28
15.29
16.29
17.29

Line

M L
1

2

3

4

5

6

7

8

9

10

1 1

12

13

14

15

16
17

18

19

20

2 1

22

23

24

25

26

27

28

29

30

3 1

32

33

34

35

36

37

38

39

40

4 1

42

43

44

45

46

47

48

49

50

5 1
52

53

54

55

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
10,760

11,000
12,000
13,000
14,000
15,000
16,000
17,000
18,000
19,000
20,000
21,000
22,000
23,000
24,000
25,000
26,000
27,000
28,000

Average Usage
8,787 $ 16.38 $ 1.995 $ 18.37

Monthly
Minimum Commodity

Usage Revenue Revenue
- $ 7.27

1,000 7.27 $
2,000 7.27
3,000 7.27
4,000 7.27
5,000 7.27
6,000 7.27
7,000 7.27
8,000 7.27
9,000 7.27

10,000 7.27
10,760 7.27

11,000 7.27
12,000 7.27
13,000 7.27
14,000 7.27
15,000 7.27
16,000 7.27
17,000 7.27
18,000 7.27
19,000 7.27
20,000 7.27
21,000 7.27
22,000 7.27
23,000 7.27
24,000 7.27
25,000 7.27
26,000 7.27
27,000 7.27
28,000 7.27

Average Usage
8,787 $ 7.27 9.13 16.40 (1.98)



Arizona / American Mohave Water
Summary of Revenues by Customer Classification - Present and Proposed Rates

Test Year Ended December 31, 2001

Exhibit
Rebuttal Schedule H-1
Page 1
Witness: Kozo ran

Line
No.

Customer Classification
and/or

Meter Size
Present

Reven us
Proposed
Revenues

Dollar
Chanqe

Percent
Chanqe

Percent
of

Present
Water

Revenues

Percent
of

Proposed
Water

Revenues

$2,648,370
15,626

$2,769,461
16,355

121,091
729

4.57%
4.66°/o

60.90%
0.36°/o

60.96%
0.36%

14,500 15,181 681 4.70% 0.33% 0.33%

94,231
44,888
16,223

248,296
17,645

162,922

98,486
46,920
16,944

259,467
18,442

170,218

4,255
2,032

721
11,170

797
7,296

4.52°/o
4.53%
4.44%
4.50%
4.52%
4.48%

2.17%
1.03%
0.37%
5.71%
0.41%
3.75%

2. 17%
1 .03 °/o
0.37°/o
5.71%
0.41%
3.75°/o

80,529
26
74

84,197
27
77

3,668
1
3

4.55%
4.56%
4.55°/o

1.85°/o
0.00%
0.00%

1.85%
0.00%
0.00°/o

125,418
90,568
28,828

355,657
51,990

131,218
94,804
30,185

372,403
54,437

5,800
4,236
1,357

16,746
2,447

4.62%
4.68%
4.71°/o
4.71%
4.71%

2.88%
2.08°/o
0.66°/o
8. 18°/o
1 .20°/o

2.89%
2.09%
0.66%
8.20%
1.20%

16,427
3,014
2,619
9,383

17,174
3,149
2,741
9,814

747
135
122
431

4.55%
4.48%
4.66%
4.59%

0.38%
0.07%
0.06%
0.22%

0.38%
0.07°/o
0.06%
0.22%

4,450
5,109
3,877

61,130
15,446
19,712
33,295

4,651
5,348
4,058

64,005
16,176
20,643
34,867

201
239
181

2,874
730
931

1,572

4.52%
4.67%
4.68%
4.70°/o
4.72%
4.72°/o
4.72%

0. 10%
0. 12°/o
0.09%
1 .41°/0
0.36%
0.45%
0.77%

0. 10%
0. 12°/o
0.09%
1 .41°/o
0.36%
0.45%
0.77%

Private Fire 2 Inch
Private Fire 4 Inch
Private Fire 6 Inch
Private Fire 8 Inch
Private Fire 10 Inch
Private Fire Hydrant
Miscellaneous Revenues
Difference Between Bill Count Rev. & G/L Rev.
Subtotal of Water Revenues

11
205
72
z7
8

664

4.33%
4.50°/o
4.67%
4.58%
4.60°/o
4.58%
0.00%
4.64°/o
4.47%

0.01%
0_10%
0.04%
0.01%
0.00°/o
0.33%
2.50°/o
1.11%

100.00%

0.01%
0. 10%
0.04%
0.01%
0.00%
0.33%
2.39%
1 I 11%

100.00%

I
|
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

1

2

3 Residential 5/8 Inch
4 Residential 1 Inch
5 Residential 1.5 Inch
6 Residential 2 Inch
7
8 Residential Muti-family S/8 Inch
9 Residential Muti-family 1 Inch
10 Residential Mutt-family 1.5 Inch
11 Residential Muti-family 2 Inch
12 Residential Muti-family4 Inch
13 Residential Muti-family 6 Inch
14
15 Rio Water Residential 5/8 Inch
16 Rio Water Residential 1 Inch
17 Rio Water Residential 2 Inch
18
19 Commercial 5/8 Inch
20 Commercial 1 Inch
21 Commercial 1.5 Inch
22 Commercial 2 Inch
23 Commercial 3 Inch
24
25 Commercial Multi-Unit 5/8 Inch
26 Commercial Multi~Unit 1 Inch
27 Commercial Multi-Unit 1.5 Inch
28 Commercial Multi-Unit 2 Inch
29
30 Public Authority 58 Inch
31 Public Authority 1 Inch
32 Public Authority 1.5 Inch
33 Public Authority 2 Inch
34 Public Authority 3 Inch
35 Public Authority 4 Inch
36 Public Authority 6 Inch
37
38
39
40
41
42
43
44
45
46

47

264
4,554
1,539

588
180

14,489
108,705
48,141

$4,348,715

275
4,759
1,611

615
188

15,153
108,705
50,376

$4,543,132
2,235

$ 194,417



Arizona / American Mohave Water
Summary of Revenues by Customer Classification - Present and Proposed Rates

Test Year Ended December 31, 2001

Exhibit
Rebuttal Schedule H-1
Page 2
Witness: Kozo ran

Line
No.

Present
Revenues

Proposed
Revenues

Dollar
Change

Percent
Change

49,762
1,073

52,038
1,123

2,276
50

4.57%
4.66%

Additional
Gallons

Bills to be
to be Produced

Issued in 1,000's
19,964

507
2,662

24

(1,244) (1,302) (58) 4.69% (748)

(515)
5

(1,693)
57

(277)
(13,893)

(1,771)
59

(289)
(14,510)

(78)
3

(12)
(617)

4.63%
4.58%
4.39%
4.44%

(12)

(9)
1

(8)
15 (1,854)

493(10,652) (11,114) (463) 4.34°/o (9)

2,721
287
212

2,844
300
221

124
13
10

4.55%
4.56%
4.55%

111
11
9

1,326
138
99

2,096
3,184

z,193
3,333

97
149

4.62°/o
4.67%

78
60

1,038
1,603

10,608
2,711

11,107
2,839

499
128

4.71%
4.70°/o

62
10

5,973
1,436

3,966
42

4,150
44

185
2

4.65°/o
4.45°/o

6
1

2,185
9

(2,842) (2,970) (128) 4.50% (8) (688)

45 47 2 4.66% 1 21

4.71% (0.23)(977)

(18)

(1,023)

(19)

(45)

(1) 4.50%

(6)

(3)

132 138 6 4.33% 44

1 Residential 5/8 Inch
2 Residential 1 Inch
3 Residential 1.5 Inch
4 Residential 2 Inch
5
6 Residential Muti-family 5/8 Inch
7 Residential Muti-family 1 Inch
8 Residential Muti-family 1.5 Inch
9 Residential Mutt-family 2 Inch
10 Residential Muti-family 4 Inch
11 Residential Mufi-family 6 Inch
12
13 Rio Water Residential 5/8 Inch
14 Rio Water Residential 1 Inch
15 Rio Water Residential 2 Inch
16
17 Commercial 5/8 Inch
18 Commercial 1 Inch
19 Commercial 1.5 Inch
20 Commercial 2 Inch
21 Commercial 3 Inch
22
23 Commercial Multi-Unit 5/8 Inch
24 Commercial Multi-Unit 1 Inch
25 Commercial Multi-Unit 1.5 Inch
26 Commercial Multi-Unit 2 Inch
27
28 Public Authority 58 Inch
29 Public Authority 1 Inch
30 Public Authority 1.5 Inch
31 Public Authority 2 Inch
32 public Authority 3 Inch
33 Public Authority 4 Inch
34 Public Authority 6 Inch
35
36 Private Fire 2 Inch
37 Private Fire 4 Inch
38 Private Fire 6 Inch
39 Private Fire 8 Inch
40 Private Fire 10 Inch
41 Private Fire Hydrant
42 Total Revenue Annualization
43 Revenues from Page 1
44 Totals

81
132

85
138

4
6

4.67°/o
4.58%

9
11

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

<95)
45,417

4,348,715
4,394,133

(100)
47,562

4,543,132
4,590,694

(4)
2,144

194,417
196,561

4.58%
4.72%
4.47%
4.47%

(12)
3,048

3,048

30,993

30,993
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Arizona / American Mohave Water
Changes in Representative Rate Schedules

Test Year Ended December 31, 2001

Exhibit
Rebuttal Schedule H-3
Page 1
Witness: Kozo ran

Line

FJ;
Customer Classification

and Meter Size
Percentage Increase in Monthly Minimums
Percentage Increase in Commodity Rates

Present
Rates

Proposed
Rates

Percent
Change

Monthly Usage Charge for:
Residential,Commercial, Irrigation, Resale and Miscellaneous Customers
5/8 x 3/4 Inch Rounded Down $
1 Inch Rounded Down
1 1/2 Inch Rounded Down
2 Inch Rounded Down
3 Inch Rounded Down
4 Inch Rounded Down
6 Inch Rounded Down
8 Inch Rounded Down
10 Inch Rounded Down
Multi-unit rates based on multiple of 5/8 Inch minimum

8.65
15.00
25.00
30.00
60.00
90.00

200.00
400.00

N/A

$
$
$
$
$
$
$
$
$

9.030
15.680
26.150
31.380
62.770
94.170

209.270
418.560
723.200

4.39%
4.53%
4.60%
4.60%
4.62%
4.63%
4.64%
4.64%
N/A

Residential Rio Water
S/8 Inch Rounded Down

1 Inch Rounded Down
2 Inch Rounded Down

7.75
7.75
7.75

8.10
8.10
8.10

4.52%
4.52%
4.52%

Private Fire
2 Inch or smaller
4 Inch
6 Inch
8 Inch
10 Inch
12 Inch
14 Inch
20 Inch

Rounded Down

Rounded Down
Rounded Down

Rounded Down
Rounded Down

Rounded Down
Rounded Down

Rounded Down

3.00
6.00
9.00

12.00
15.00
18.00
21.00
30.00

3.13
6.27
9.42

12.55
15.69
18.83
21.96
31.38

4.33%
4. 50%
4.67%
4. 58%
4.60°/o
4.61%
4.57%
4.60%

Per Sprinkler Head

Per each Private Fire Hydrant

0.51
7.64

0.53
7.99

3 _92%

4.58°/o

Gallons In Minimum
All (except Rio Water)

(Multi-unit rates based on multiple of )
Rio Water

1,000

2,000

1,000

2,000

Tier 1: Gallons upper limit
All (except Rio Water) 999,999,999

(Multi-unit rates based on multiple of 5/8 inch gallons of water in minimum)
Rio Water 999,999,999

999,999,999

999,999,999

I
I
I
I
I
I
I

1
2

3
4

5
6
7

8

9
10

11
12

13
14
15
16

17
18

19

20

21
22

23

24
25
26

27
28

29

30
31

32

33
34
35

36

37
38

39
40

41
42

43

44
45
46
47

48

(a) Rounded to nearest whole cent
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I
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Arizona / American Mohave Water
Changes in Representative Rate Schedules

Test Year Ended December 31, 2001

Exhibit
Rebuttal Schedule H-3
Page z
Witness: Kozo ran

Customer Classification
and Meter Size

Present
Rates

Proposed
Rates

Percent
Chanqe

I
I
I
I

Tier 2: (Gallon upper limit, up to. but not exceeding)
All (except Rio Water)

(Multi-unit rates based on multiple of 5/8 Meter Charge)
Rio Water

999,999,999

999,999,999

999,999,999

999,999,999

Tier 3: (Gallon over)
All (except Rio Water)

(Multi-unit rates based on multiple of 5/8 Meter Charge)
Rio Water

999,999,999

999,999,999

999,999,999

999,999,999

I
I
I

Commodity Rates (per 1,000 gallons over minimum and her Tier)
All Tier 1 (a)
All Tier 2 (a)
All Tier 3 (a)
All Tier 4 (a)

$ 1.48
1.48
1.48
1.48

$ 1.55
1.55
1.55
1.55

4. 73%
4.73%
4.73%
4.73%

Line

No.
1
2

3
4

5
6
7

8

g
10
11

12
13
14

15
16
17
18

19
20

21

22
23

24
25
26

27
28

29

30

31
32

33

34

35
36

37

38
39
40

Rio Water
Rio Water
Rio Water
Rio Water

Tierl (a)
Tier 2 (a)
Tier 3 (a)
Tier 4 (a)

$ 1.75
1.75
1.75
1.75

$ 1.83
1.83
1.83
1.83

4.57%
4.57%
4.57%
4.57%

I
I
I

(a) Rounded to nearest whole cent



Arizona / American Mohave Water
Changes in Representative Rate Schedules

Test Year Ended December 31, 2000

Exhibit
Rebuttal Schedule H-3
Page 3
Witness: Kozo ran

I
I
I

Line
No.

Present
Rates

$ 25.00
$ 20.00
$ 25.00
$ 40.00
$ 25.00

Proposed
Rates

$ 25.00
$ 20.00
$ 25.00
$ 40.00
$ 25.00
$ 40.00
$ 10.00

$ 40.00
$ 10.00

* *

* *

***

Other Service Charges
Establishment
Reestabiishment
Reconnection (Deliquent)
Reconnection (After Hours)
Disconnection
Reconnection (After Hours)
Meter Test
Deposit
Deposit Interest
Re-Establishment (With-in 12 Months)

* *

***

$ 15.00
1.50%
15.00

$ 15.00
1.50%

$ 15.00

I

NSF Check
Deferred Payment, Per Month (b)
Meter Re-Read $
Charge of Moving Customer Meter -
Customer Requested Cost Cost

Late Payment Charge, greater of 1.50% or $ 5.00 $ 5.00
Damages to Meter Locks, Valves, Seals Cost Cost
Sprinklers See Sch. H-3, Page 1

(1)
(2)

** PER COMMISSION RULES (R14-2-403.B)
*** MONTHS OFF SYSTEM TIMES MINIMUM (R14-2-403.D)
IN ADDITION To THE COLLECITON oF REGULAR RATES, THE U'ITLITY WILL COLLECT FROM
ITS CUSTOMERS A PROPORTIONATE SHARE OF ANY PRIVILEGE, sALEs, usE, AND FRANCHISE
TAX. PER COMMISSION RULE (14-2-409.D 5)

ALL ADVANCES AND/OR CONTRIBUTIONS ARE To INCLUDE LABOR, MATERIALS, OVERHEADS,
AND ALL APPLICABLE TAXES, INCLUDING ALL GROSS-UP TAXES FOR INCOME TAXES.

I
Meter Size
5/8 x 3/4 Inch
3 / 4 Inch
1 Inch
1 1/2 Inch
2 Inch
3 Inch
4 Inch
6 Inch
8 Inch

Present

Charges

$275

$295

$325

$475

$650

Cost

Cost

Cost

Cost

Proposed

Charqes

$500

$575

$660

$900

$1,525

Cost

Cost

Cost

(lost

As meters and service lines are now taxable income for income purposes, The Company
shall collect income taxes on the meter and service line charges.
Any tax collected will be refunded each year that the meter deposit is refunded.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

39

40

41

42

43

44

45

46

47

48

49

50

Foothills System / Facility Construction Advance

Per Equivalent Residential Unit $350.00
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Arizona American - Sun City Water
Test Year Ended December 31, 2001

COMMODITY - DEMAND MErHOD FUNCTION FACTORS
Plant and Depreciation Expense Allocations

Exhibit
Rebuttal Schedule G-7
Page 2
Witness: Kozo ran

Tota I Demand Commodity
0.90 0.10
0.90 0.10
0.90 0.10

Customer

0.25

1.00
1.00
1.00
1.00
0.75

1.00
0.75

Description
Wells
Pumps & .Equipment
Distribution Mains
Customer
Services
Meters
Fire Hydrants
Transportation Equip.
Office Furniture
Communication Equip.

1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00 0.25

To Approximately Match Acc Staff Proposed Rates for 518 Inch Meter
Demand and Commodity Allocation to Wells, Pumps and Equipment and
Distribution Mains would need to be changed to approximately match
Acc Staff's proposed monthly minimums and commodity rates. The

match would be Acc Staff's Proposed Rates to Computed Monthly
Minimum and Commodity rate WITHOUT Equity returns and
Income Taxes. Match would be based on cost only.

Description
Wells
Pumps & Equipment
Distribution Mains

Required Allocations:
Total Demand Commodity

1.00 (0.75) 1.75
1.00 (0.75) 1.75
1.00 (0.75) 1.75

Customer

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

\



I
I
I

Arizona American - Sun city Water
Test Year Ended December 31, 2001

Cost of Service Study, Using Commodity Demand Method
DEVELOPMENT oF ALLOCATION FACTORS

Exhibit
Rebuttal Schedule 7
Page 2a
Witness: Kozo ran

I
I

Labor Allocation Factors
Pumping Labor
Meter Labor
Customer Labor

34.04%
13.99%
51.97%

100.00%

I
I
I

Repairs a.nd Maintenance Allocation. Factors
Repairs and Maintenance Demand
Repairs and Maintenance Pumping
Repairs and Maintenance Mains
Repairs and Maintenance Services
Repairs and Maintenance Meters
Repairs and Maintenance Customer

13.54%
42.92%
10.38%
30.23%
0.36%
2.56°/o

100.00%

I
I

Computations shown on this work sheet are from page labeled aTrial Balance in this work book.
Allocation percentage were computed based on Expenses charged by Citizens Utilities and
are then applied to Acc Staff expense amounts.

I
I

I
I
I
I
I



Arizona American - Sun City Water
Test Year Ended December 31, 2001

Cost of Service Study, Using Commodity Demand Method
DEVELOPMENT oF CLASS ALLOCATION FACTORS

Exhibit
Rebuttal Schedule 7
Page 3
Witness: Kozo ran

I
I
I COMMQDITY ALLOCATION FACTOR

(3)
Total Gallons
(in 1,000's)
In Test Year

1,952,332
3,852

88,283
1,353,160

708,395
66,508
71,427

510,464
.38

DEMAND ALLOCATION

(a)
Number

of Meters
and/or
Services

19,499
28

245
1,612

590
27
60
60
11

Meter Size
5/8" x 3/4"

3/4"

1-1/2"

10"
Totals

Meter

Size
5/8" x 3/4

3/4"

1-1/2"

10"
Totals

Equiv-
alent

Weight
1.0
1.5
2.5
5.0
8.0

16.0
25.0
50.0
80.0

160.0

Percent
of

Total
50.33%
0. 11%
1.58%

20.80°/o
12. 18°/o
1 I 11%
3.87%
7.74%
2.27%
0.00%

100.00%4,754,460

Percent
of

Total
41.06%
0.08%
1.86°/o

28.46%
14.90%
1.40%
1.50%

10.74%
0.001%
0.000%

100.00%

FACTOR

Equivalent
Number

of Meters
and/or

Services
19,499

42
613

8,060
4,720

432
1,500
3,000

880
0

38,74622,132

I
I
I
I
I

CUSTOMER ALLOCATION FACTOR SERVICES ALLOCATION FACTOR (h)

$

Install-
aUon
Cost
355.00
355.00
405.00
435.00
565.00
750.00

1,090.00
1,600.00
1,600.00
1,600.00

I
I

Meter
Size

5/8" X 3/4"
3/4"

1-1/2"

10"
Totals

Number
of Meters

19,499
28

245
1,612

590
27
60
60
11
0

224132

Percent
of

Total
88. 10°/o
0. 13°/o
1 u 11°/o
7.28%
2.67%
0. 12%
0.27%
0.27%
0.05%
0.00%

100.00%

Meter
Size

5/8" x 3/4
3/4"

1-1/2"

10"
Totals

Number
of

Services
19,499

28
245

1,612
590
27
60
60
11
0

22,132

Weighted
Number
Services

6,922,145
9,940

99,225
701,220
333,350

20,250
65,400
96,000
17,600

0
8,265,130

Percent
of

Total
83.75%
0. 12%
1.20%
8.48%
4.03%
0.25%
0.79%
1 . 16%
0.21%
0.00%

100.00%

METER ALLOCATION FACTOR (b)

I
I
I

Meter Number
Size of Meters

5/8" x 3/4" 19,499 $
3/4" 28
1" 245

1-1/2" 1,612
211 590
3 II 27
4" 60
6" 60
8" 11
10" 0

Totals 22,132 `4,

(a) Includes customer and gallon sold annualization
(b) Meter and Service Line cost from Arizona Corporation Commission Memo of April 23, 2002

from Marlin Scott, Jr.. Meter costs based on compound meters. Cost of service line and

Meter
Cost
105.00
105.00
215.00
425.00

1,615.00
2,170.00
3,095.00
6,070.00
6,070.00
6,070.00

Weighted
Dollars

of Meters
2,047,395

2,940
52,675

685,100
952,850

58,590
185,700
364,200
66,770

0
416,220

Percent
of

Total
46.36%
0.07%
1.19°/o

15.51%
21.58%
1.33%
4.20%
8.25%
1.51%
0.00%

100.00%

I
I
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Arizona American - Sun City Water
Test Year Ended December 31, 2001

Comparison of Acc Staff Proposed Rates to Computed Rates from Cost of Service Study
to Computed Rates from Cost of Service Study wi thout Equity Return and Income Taxes

Exhibit
Rebuttal Schedule G-9
Page 1
Witness: Kozo ran

Computed Commodity Cost from Rebuttal Schedule G-8, Page 4a

Computed Demand Goat for 5/8 Inch Meter from Rebuttal Schedule G-8, Page 4a
Computed Customer Cost for 5/8 Inch Meter from Rebuttal Schedule G-8, Page 4a
Computed Service Line Cost for 5/8 Inch Meter from Rebuttal Schedule G-8, Page 4a
Computed Meter Cost for 5/8 Inch Meter from Rebuttal Schedule G-8, Page 4a
Computed Monthly Minimum Charge with zero gallons in minimum from Rebuttal Schedule G-8, Page 4a

$0.3587
$ ` 4.53

7.91
0.79
1.13

$ 14.37

$ 6.59
Acc Staff Proposed Rates
Proposed Monthly Minimum for 5/8" Meter
Proposed Commodity Rate

0 to 4,000
4,001 to 100,000

Over 100,001

$
$
$

0.78

1.17
1.39

Col. 1 COL 2 COI. 3 Cpl. 5 Col. 6 Col. 7 cope
(Col. 6 +7

Computed c
Return or In

Usage
Commodity
Revenue

Col. 9
(Col, 8-4)
Recovery

of Expenses
or,

(Lack of
Recovery)

$
$

Usage

<-Level->
When

Revenues

Equal
Expenses

Col. 4
(Col. 2+ 3)

oats, without Equity
come Taxes

Monthly
Minimum Commodity
Revenue Revenue
$ 14.37
$ 14.37

14.37
14.37
14.37
14.37
14.37
14.37
14.37
14.37
14.37
14.37
14.37
14.37
14.37
14.37
14.37
14.37
14.37
14.37
14.37
14.37
14.37
14.37
14.37
14.37
14.37
14.37
14.37
14.37
14.37
14.37

$0.3587
0.72
1.08
1.43
1.79
2.15
2.51
2.87
3.23
3.59
3.95
4.13
4.30
4.66
5.02
5.38
5.74
6.10
6.46
6.81
7.17
7.53
7.89
8.25
8.61
8.97
9.33
9.68

10.04
10.40
10.76

Total
Cost of
Service

$ 14.37
$ 14.73

15.09
15.45
15.81
16.16
16.52
16.88
17.24
17.60
17.96
18.32
18.50
18.68
19.03
19.39
19.75
20.11
20.47
20.83
21.19
21.54
21.90
22.26
22.62
22.98
23.34
23.70
24.06
24.41
24.77
25.13

(No Rate
of Return

on
Equity

or Income
Taxes

Included)

0.78
1.56
2.34
3.12
4.29
5.46
6.63
7.80
8.97

10.14
11.31
11.91
12.48
13.65
14.82
15.99
17.16
18.33
19.50
20.67
21.84
23.01
24.18
25.35
26.52
27.69
28.86
30.03
31.20
32.37
33.54

Total
Revenue
$ 6.59

7.37
8.15
8.93
9.71

10.88
12.05
13.22
14.39
15.56
16.73
17.90
18.50
19.07
20.24
21.41
22.58
23.75
24.92
26.09
27.26
28.43
29.60
30.77
31.94
33.11
34.28
35.45
36.62
37.79
38.96
40.13

(7.78)
(7.36)
(6.94)
(6.52)
(6.10)
(5.28)
(4.47)
(3.66)
(2.85)
(2.04)
(1.23)
(0.42)
0.00
0.39
1.21
2.02
2.83
3.64
4.45
5.26
6.07
6.89
7.70
8.51
9.32

10.13
10.94
11.75
12.56
13.38
14.19
15.00

Line

M
1

2
3
4

5
6

7
8

9
10

1 1
12

13
14

15
16

17
18
19
20

2 1

22
23

24
25

26
27
28

29

30
31

32

33

34

35
36

37
38

39
40

4 1
42

43
44

45
46

47
48
49

50
5 1

52
53
54
55

e

I
I
I
I
I
|

I
|
I
I
I
|
I
I
I
I
I
I
I

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
11,000

11,515
12,000
13,000
14,000
15,000
16,000
17,000
18,000
19,000
20,000
21,000
22,000
23,000
24,000
25,000
26,000
27,000
28,000
29,000
30,000

Average Usag
8,361 14.37 3.00 17.37

Monthly
Minimum

Usaqe Revenue
- $ 6.59

1,000 6.59
2,000 6.59
3,000 6.59
4,000 6.59
5,000 6.59
6,000 6.59
7,000 6.59
8,000 6.59
9,000 6.59

10,000 6.59
11,000 6.59

11,515 6.59
12,000 6.59
13,000 6.59
14,000 6.59
15,000 6.59
16,000 6.59
17,000 6.59
18,000 6.59
19,000 6.59
20,000 6.59
21,000 6.59
22,000 6.59
23,000 6.59
24,000 6.59
25,000 6.59
26,000 6.59
27,000 6.59
28,000 6.59
29,000 6.59
30,000 6.59

Average Usage
8,361 6.59 8.22 14.81 (2.56)



Arizona American - Sun City Water
Test Year Ended December 31, 2001

Comparison of Acc Staff Proposed Rates to Computed Rates from Cost of Service Study
to Computed Rates from Cost of Service Study wi th Equity Return and Income Taxes

Exhibit
Rebuttal Schedule G-9

Page 2
Witness: Kozo ran

Computed Commodity Cost from Rebuttal Schedule G-8, Page 4

Computed Demand Cost for 5/8 Inch Meter from Rebuttal Schedule G-8, Page 4
Computed Customer Cost for 5/8 Inch Meter from Rebuttal Schedule G-8, Page 4
Computed Service Line Cost for 5/8 Inch Meter from Rebuttal Schedule G-8, Page 4
Computed Meter Cost for 5/8 Inch Meter from Rebuttal Schedule G-8, Page 4
Computed Monthly Minimum Charge with zero gallons in minimum from Rebuttal Schedule G-8, Page 4

$0.3757
$ 6.29

8.35
1.43
1.13

$  17.21

$ 6.59
Acc Staff.Proposed Rates
Proposed Monthly Minimum for 5/8" Meter
Proposed Commodity Rate

0 to 4,000
4,001 to 100,000

Over 100,001

$
$
$

0.78

1.17
1.39

CQI. 1 Col. 2 Col. 3 Col. 4
(Col. 2+ 3)

Col. 5 Col. 6 Col, 7 Col. 8
(Col. 6 + 7

Computed Costs, with Equity
Return and Income .Taxes

Usage Usaqe

Monthly
Minimum Commodity
Revenue Revenue

$ 17.21

$ 17.21
17.21

17.21
17.21

17.21
17.21
17.21

17.21
17.21

17.21

17.21

17.21
17.21

17.21

17.21
17.21

17.21
17.21

17.21
17.21
17.21

17.21
17.21

17.21
17.21

17.21
17.21
17.21
17.21

$0.3757
0.75
1.13
1.50
1.88
2.25
2.63
3.01
3.38
3.76
4.13
4.51
4.88
5.26
5.64
5.76
6.01
6.39
6.76
7.14
7.51
7.89
8.27
8.64
9.02
9.39
9.77

10.14
10.52

Total
Cost of
Service

$ 17.21
$ 17.58

17.96
18.33
18.71
19.09
19.46
19.84
20.21
20.59
20.96
21.34
21.72
22.09
22.47
22.84
22.97
23.22
23.59
23.97
24.35
24.72
25.10
25.47
25.85
26.22
26.60
26.98
27.35
27.73

Usage

<-Level->

When
Revenues

Equal
Expenses

and

Return
on Equity

and
Income

Taxes

Monthly
Minimum Commodity
Revenue Revenue
$ 6.59

6.59 $
6.59
6.59
6.59
6.59
6.59
6.59
6.59
6.59
6.59
6.59
6.59
6.59
6.59
6.59
6.59
6.59
6.59
6.59
6.59
6.59
6.59
6.59
6.59
6.59
6.59
6.59
6.59
6.59

0.78
1.56
2.34
3.12
4.29
5.46
6.63
7.80
8.97

10.14
11.31
12.48
13.65
14.82
15.99
16.38
17.16
18.33
19.50
20.67
21.84
23.01
24.18
25.35
26.52
27.69
28.86
30.03
31.20

Total
R€V€_NU€
$ 6.59

7.37
8.15
8.93
9.71

10.88
12.05
13.22
14.39
15.56
16.73
17.90
19.07
20.24
21.41
22.58
22.97
23.75
24.92
26.09
27.26
28.43
29.60
30.77
31.94
33.11
34.28
35.45
36.62
37.79

Col, 9
(Col, 8-4)
Recovery

of Expenses
Rate of

Return &
IncomeTax
or (Lad< of
Recover)

$ (10.62)
(10.21)
(9.81)
(9.40)
(9.00)
(8.21)
(7.41)
(6.62)
(5.82)
(5.03)
(4.23)
(3.44)
(2.65)
(1.85)
(1.06)
(0.26)
0.00
0.53
1.33
2.12
2.91
3.71
4.50
5.30
6.09
6.89
7.68
8.47
9.27

10.06
age

I
I
I

I
I
I

I

I
I
|

I

I
I
I

I
I
I

I
I

Line

1

2
3

4

5
6

7
8

9
10

11

12

13
14

15
16
17

18
19
20

21
22

23
24

25

26
27
28

29
30

31
32

33
34

35

36

37
38

39
40

41
42
43

44

4s
46

47
48
49

50

51
52
53
54
55

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
11,000
12,000
13,000
14,000
15,000

15,335
16,000
17,000
18,000
19,000
20,000
21,000
22,000
23,000
24,000
25,000
25,000
27,000
28,000

Average Usage
8,361 $ 17.21 $ 3.141 $ 20,35

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
11,000
12,000
13,000
14,000
15,000

15,335
16,000
17,000
18,000
19,000
20,000
21,000
22,000
23,000
24,000
25,000
26,000
27,000
28,000

Average Us
8,361 $ 6.59 8.22 14.81 (5.54)



Arizona American - Sun City
Test Year Ended December 31, 2001

Summary of Revenues by Customer Classification - Present and Proposed Rates
with Annualized Revenues to Year End Number of Customers
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Percent
of

Present Dollar
Change

$1,917,248
1,307

47,819
1,067,353

454,461
9,409
4,589

18,636
2,318

35,176
108,487
201,532
51,412
51,529

146,273
244

70,747
4,450

823
82,556
2,299

14
52

4,186
5,148
1,786
1,905

Percent
Chanqe

Percent
of

Proposed
Water

Revenues
Meter
Size Customer Classification

5/8 Inch Residential
3/4 Inch Residential
1 Inch Residential

1.5 Inch Residential
2 Inch Residential
3 Inch Residential
6 Inch Residential

5/8 Inch Commercial
3/4 Inch Commercial
1 Inch Commercial

1.5 Inch Commercial
2 Inch Commercial
3 Inch Commercial
4 Inch Commercial
6 Inch Commercial
1 Indy Irrigation

1.5 Inch Irrigation
2 Inch Irrigation
3 Inch Irrigation
6 Inch Irrigation
3 Inch Public Interruptible
8 Inch Public Interruptible
3 Inch Fire Protection
4 Inch Fire Protection
6 Inch Hre Protection
8 Inch Fire Protection

Standby
Miscellaneous Revenues
Subtotal of Water Revenues

Revenues
$2,662,562

1,817
66,498

1,485,121
632,378
13,103
6,383

25,941
3,226

48,884
150,893
280,522
71,578
71,802

203,846
339

98,009
6,157
1,142

114,183
3,193

19
72

5,814
7,150
2,480
2,646

113,419
$6,079,178

72.01%
71 .93 %
71 .91%
71.87%
71.87%
71.80%
71 .89°/o
71.84%
71.84°/o
71 .96°/o
71.90%
71 .84%
71 .83°/o
71.77%
71.76°/o
72.00%
72.18%
72_28%
72.06%
72.300/0
72.00%
72.00%
72.00%
72.00%
72.00%
72.00%
72.00%
0.00%

70.60%

Present
Water

Revenues
43.80%
0.03%
1.09%

24.43%
10.40%
0.22%
0.11%
0.43%
0.05%
0.80%
2.48%
4.61%
1.18%
1. 18°/o
3.35%
0.01%
1.61%
0.10%
0.02%
1.88%
0.05%
0.00%
0.00%
0.10%
0.12%
0.04%
0.04%
1.87%

100.00%

44. 16%
0.03°/o
1 .10%

24.61%
10.48%
0.22%
0. 11°/o
0.43%
0.05%
0.81%
2.50%
4.65°/o
1 . 19%
1. 19%
3 .38°/0
0.01°/o
1 .63 %
0. 10°/o
0.02%
1 .90%
0.05%
0.00%
0.00%
0. 10%
0. 12°/o
0.04%
0.04%
1.09%

100.00%

Proposed
Revenues

$ 4,579,810
3,124

114,318
2,552,475
1,086,839

22,512
10,973
44,577
5,544

84,060
259,380
482,054
122,990
123,331
350,119

584
168,756
10,607
1,965

196,740
5,491

33
124

10,000
12,298
4,266
4,551

113,419
$10,370,936 $4,291,758

Additional
Bills to be

Issued
1,004

9
9

49
42

(6)
(11)
14
32

(15)

Gallons to
be Pumped
(In 1,000's)

7,612
327
878

4,522
293
(53)

(236)
535

4,070
(2,317)

(4)
(788)
(42)

126,136
(6,385)

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57

Revenue Annualization (at
Present Proposed Dollar

Revenues Revenues Chanqe
5/8 Inch Residential 10,636 18,306 7,669
1 Inch Residential 404 695 291

1.5 Inch Residential 1,046 1,797 751
2 Inch Residential 5,905 10,148 4,244

5/8 Inch Commercial 421 724 303
3/4 Inch Commercial (70) (120) (50)
1 Inch Commercial (343) (590) (247)

1.5 Inch Commercial 863 1,484 621
2 Inch Commercial 5,008 8,605 3,597
3 Inch Commercial (3,159) (5,429) (2,270)
1.5 Inch Irrigation (4) (6) (3)
2 Inch Irrigation (594) (1,024) (429)
3 Inch Irrigation (97) (167) (70)
6 Inch Irrigation 83,116 143,212 60,096
3 Inch Public Interruptible (3,193) (5,491) (2,299)
4 Inch Fire Protection 126 217 91
6 Inch Fire Protection 200 344 144
8 Inch Fire Protection (80) (138) (58)

Total Water Annualization 100,185 172,568 72,382
Total Water Revenues with Annualization 6,179,363 10,543,503 4,364,140
(a) Customer Growth Annualization is calculated by computing the change in the number

the beginning of the year to the end of the year, and then multiplying the additional cu
revenue for that month.

Percent
Chance

72.11%
71.93%
71.85°/o
71.87°/o
72.10%
72.09%
72.01%
71.94%
71.84%
71.85%
72.31%
72.27%
72.09%
72.30%
72.00%
72.00%
72.00%
72.00%
72_25°/0
70.620/0 1

of customers by month from
stormers times the average

(2)
(1)
8

(13)
14
16
(4)

1,145 134,549



Arizona American - Sun City
Test Year Ended December 31, 2001

Analysis of Revenue by Detailed Class at Average Usage

Exhibit
Rebuttal Schedule H-2
Page 1
Witness: Kozo ran

Line
No.

Customer
Classification

and/or Meter Size

(a)
Average

Number of
Customers

at
12/31/01

Revenues
Present Proposed
Rates Rates

PfoDos€d Increase
Dollar Percent

Amount Amount
Average

Consumption
8,361

15,869
38,788
73,721
91,864

$ 11.17
18.08
47.17
94.30

123.99

$ 19.23
31.09
81.09

162.08
213.10

8.06
13.01
33.92
67.78
89.11

19,214
8

117
1,312

425
3

137,292
7,054

$ 265.79
10.15

$ 456.88
17.47

191.09
7.32

2

198

z1

126

181

155

23

5

7

2

117
1

1

22,247
46,341

120,339
204,111

1,190,450
2,486,155

77
64,318

613,500
27,462

31.95
69.11

150.19
256.26

1,196.69
2,426.74

13.05
13.05
13.05
13.05

54.95
118.82
258.09
440.34

2,055.51
4,168.08

22.45
22.45
22.45
22.45

23.00
49.71

107.90
184,07
858,82

1,741.34
9.40
9.40
9.40
9.40

1

1

1

1

54

48

10

10,762,250
491,154

3,167

7,136.46
245.58

1.58
6.00
9.00

12.50
20.00

12,296.24
422.39

2.72
10.32
15.48
21.50
34.40

5,159.78
176.82

1.14
4.32
6.48
9.00

14.40

72. 13°/o
71 .98°/o
71.92%
71 .87°/o
71 _87°/o
0.00%
0.00%

71.90%
72. 11%
0.00%

72.00%
71.92%
71 .84°/o
71 .83°/o
71 .77°/o
71.76%
72.00%
72.00%
72.00%
72.00%
0.00%

72.30%
72.00%
72.00%
72.00%
72.00%
72.00%
72.00%
0.00%

72.00%

5/8 Inch Residential
3/4 Inch Residential
1 Inch Residential
1.5 Inch Residential
2 Indy Residential
3 Inch Residential
4 Inch Residential
6 Inch Residential
5/8 Inch Commercial
3/4 Inch Commercial
1 Inch Commercial
1.5 Inch Commercial
2 Inch Commercial
3 Inch Commercial
4 Inch Commercial
6 Inch Commercial
1 Inch Irrigation
1.5 Inch Irrigation
2 Inch Irrigation
3 Inch Irrigation
4 Inch Irrigation
6 Inch Irrigation
3 Inch Public Interruptible
8 Inch Public Interruptible
3 Inch Fire Protection
4 Inch Fire Protection
6 Inch Fire Protection
8 Inch Fire Protection
10 Inch Fire Protection
Standby 63 3.50 6.02 2.52

Totals 22,098

1

2

3
4

5

6

7

8

9

10

11

12

13

14

15

16

17

18
19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

Actuals Year End Number

of Customers: 22,195

I
I
I
I
I
I
I
I
I
I
I
I
I
|
I
I
I
I
I

(a) Average number of customers of less than one (1), indicates that less than 12 bills were issued during the year.



Arizona American - Sun City
Changes in Representative Rate Schedules

Test Year Ended December 31, 2001
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Line Customer Classification
l_4 and Meter Size

Present
Rates

Proposed
Rates

Percent
Chanqe

$ 5.00
5.00

13.00
28.00
41.00
70.00

103.00
141,00

$ 8.58
8.58

22.36
48.16
70.52

120.40
177.16
242.52

71.60°/o
71.60%
72.00°/o
72.00%
72.00%
72.00%
72.00%
72.00%

6.00
9.00

12.50
20.00
30.00

10.32
15.48
21.50
34.40
51.60

72.00%
72.00%
72.00%
72.00%
72.00%

3.50 6.02 72.00%

13.00
28.00
41.00
70.00

103.00
141.00

22.36
48.16
70.52

120.40
177.16
242.52

72.00%
72.00%
72.00%
72.00%
72.00%
72.00%

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

1 Percentage Increase in Monthly Minimums
2 Percentage Increase in Commodity Rates
3
4 Monthly Usage Charge for:
5 Residential,Commercial
6 5/8 x 3/4 Inch Rounded Down by $0.02
7 3/4 Inch Rounded Down by $0.02
8 1 Inch
9 1 1/2 Inch
10 2 Inch
11 3 Inch
12 4 Inch
13 6 Inch
14
15 Private Fire Protection
16 Flat Rate 3
17 Flat Rate 4
18 Flat Rate 6
19 Flat Rate 8
20 Flat Rate 10
21 Standby
22 Public Interruptible
23 Irrigation
24 1 Inch
25 1 1/2 Inch
26 2 Inch
27 3 Inch
28 4 Inch
29 6 Inch
30
31
32 Gallons In Minimum
33 Ali
34
35
36
37
38 Tier 1: Gallons upper limit
39 All, except construction, irrigation, public interruptible
40 Construction
41 Irrigation
42 Public Interruptible
43
44 In Addition to above charges, Company shall collect Groundwater Saving Fee Per Commission
45 Decision 62293
46
47 (a) Rounded to nearest whole cent

8,000
999,999,999
999,999,999
999,999,999

8,000
999,999,999
999,999,999
999,999,999



Arizona American - Sun City
Changes in Representative Rate Schedules

Test Year Ended December 31, 2001

Exhibit
Rebuttal Schedule H-3
Page 2
Witness: Kozo ran

Line Customer Classification
No. and Meter Size

Present
Rates

Proposed
Rates

Percent
Chanqe

999,999,999
999,999,999
999,999,999
999,999,999

999,999,999
999,999,999
999,999,999
999,999,999

999,999,999
999,999,999
999,999,999
999,999,999

999,999,999
999,999,999
999,999,999
999,999,999

0.73
0.92
0.92

$ 1.26
1.58
1.58

72.60%
71.74%
71.74%

0.86 72.00°/o

1.12 72.31%

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
|
|

1
z
3 Tier 2: (Gallon upper limit, up to, but not exceeding)
4 All, except construction, irrigation, public interruptible
5 Construction
6 Irrigation
7 Public Interruptible
8
9
10 Tier 3: (Gallon over)
11 All, except construction, irrigation, public interruptible
12 Construction
13 Irrigation
14 Public Interruptible
15
16
17 Commoditv Rates (per 1,000 Gallons over minimum and per Tier)
18 All, except construction, irrigation, public interruptible Tier 1 (a) $
19 All, except construction, irrigation, public interruptible Tier 1 (a)
20 All, except construction, irrigation, public interruptible Tier 1 (a)
21 AII, except construction, irrigation, public interruptible 'lier 1 (a)
Hz
23
24 Construction / Untreated CAP
25
26 Irrigation
27
28 Public Interruptible
29
30 Groundwater Withdrawal Assessment
31 Groundwater Withdrawal Fees shall be collected as an assessment, and is subject to annual
32 revisions as required due to changes in rates charged by the Arizona Department of Water
33 Resources ("ADWR"). Includes an allowance of 10% lost and unaccounted for water.
34
35 (a) Rounded to nearest whole cent

$

$

$

0.50 $

0.65 $

0.50 $ 0.86 72.00%



Arizona American - Sun City
Changes in Representative Rate Schedules

Test Year Ended December 31, 2001
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Line
No.

Present
Rates

$ 30.00
$ 40.00

Proposed
Rates

$ 30.00
$ 40.00

$ 10.00
* *

$ 10.00
* *

Other Service Charges
Establishment
Establishment (After Hours)
Reconnection (Deliquent)
Reconnection (After Hours)
Meter Test
Deposit
Deposit Interest
Re-Establishment (With-in 12 Months)

* *

***

* *

***

$ 10.00 $ 10.00
1.50% 1.50%

$  5 . 0 0  $  5 . 0 0

NSF Check

Deferred Payment, Per Month (b)
Meter Re-Read
Charge of Moving Customer Meter -

Customer Requested Cost
Late Payment Charge, on balance of Acct. 1.50%
Damages to Meter Locks, Valves, Seals Cost (2)
Sprinklers
(1) Greater of 1.50% or $5.00 Present Rates or 1.5% or $10.00 Proposed Rates.
(2) $40.00 plus actual cost of making repairs.
** PER COMMISSION RULES (R14-2-403.B)
*** MONTHS OFF SYSTEM TIMES MINIMUM (R14-2-403.D)
IN ADDITION To THE COLLECTION oF REGULAR RATES, THE UTIL1TY WILL COLLECT FROM

ITS CUSTOMERS A PROPORTIONATE SHARE oF ANY PRNILEGE, sALEs, usE, AND FRANCHISE
TAX. PER COMMISSION RULE (14-2-409.D 5)

ALL ADVANCES AND/OR conTR1BLmons ARE To INCLUDE LABOR, MATERIALS, OVERHEADS,
AND ALL APPLICABLE TAXES, INCLUDING ALL GROSS-UP TAXES FOR INCOME TAXES.

(a) 1.00% of the monthly minimum for a comparable sized meter connection, but no less than $5 per month

Cost
1 .50°/o

Cost

Present
Service
Install

Ser. Line
$255.00
$255.00
$275.00
$290.00
$315.00

Cost
Cost
Cost
Cost
Cost

Charges
Charges
anion of

Meter Size
5/8 x 3/4 Inch
3 /4 Inch
1 Inch
1 1/2 Inch
2 Inch
3 Inch
4 Inch
6 Inch
8 Inch
Meters Larger than 8"

Meter
$ 65.00
$105.00
$145.00
$345.00
$775.00

Cost
Cost
Cost
Cost
Cost

Purposed

Charges(*)

$500

$575

$660

$900

$2,220

Cost

Cost

Cost

Cost

Cost

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

39

40

41

42

43

44

45

46

47

48

49

As meters and service lines are now taxable income for income purposes, The Company
shall collect income taxes on the meter and service line charges.
Any tax collected will be refunded each year that the meter deposit is refunded.

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

Company will not accept applications for new 3/4" meters after May 1, 1997. This meter size
is absolute.



Arizona American - Sun city Water
Test Year Ended December 31, 2001

Summary of Revenues by Customer Classification - Present and Proposed Rates
With Annualized Revenues to Year End Number of Customers

Step-one Increase
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Line
No.

Present
Revenues

Dollar
Chanqe

$1,063,327
727

26,666
595,869
253,728

5,263
2,559

10,383
1,292

19,585
60,508

112,602
28,738
28,862
81,954

136
39,204

2,463
457

45,673
1,277

8
29

2,326
2,860

992
1,058

Percent
Chanqe

Percent
of

Present
Water

Percent
of

Proposed
Water

Revenues
M eter
Size Customer Classification

5/8 Inch Residential
3/4 Inch Residential
1 Inch Residential

1.5 Inch Residential
2 Inch Residential
3 Inch Residential
6 Inch Residential

5/8 Inch Commercial
3/4 Inch Commercial
1 Inch Commercial

1.5 Inch Commercial
2 Inch Commercial
3 Inch Commercial
4 Inch Gommercial
6 Inch Commercial
1 Inch Irrigation

1.5 Inch Irrigation
2 Inch Irrigation
3 Inch Irrigation
6 Inch Irrigation
3 Inch Public Interruptible
8 Inch Public Interruptible
3 Inch Fire Protection
4 Inch Fire Protection
6 Inch Fire Protection
8 Inch Fire Protection

Standby
Miscellaneous Revenues

39.94%
40.03%
40. 10°/0
40. 12%
40. 12°/o
40. 17%
40.09%
40.02%
40.05%
40.06%
40. 10°/o
40. 14°/o
40. 15%
40.20%
40.20%
40.00%
40.00%
40.00%
40.00%
40.00%
40.00%
40.00%
40.00%
40.00%
40.00%
40.00%
40.00%
0.00%

39.29%Total Water Revenues

$2,662,562
1,817

66,498
1,485,121

632,378
13,103

6,383
25,941
3,226

48,884
150,893
280,522
71,578
71,802

203,846
339

98,009
6,157
1,142

114,183
3,193

19
72

5,814
7,150
2,480
2,646

113,419
$ 6,079,178

Proposed
Revenues

$ 3,725,889
2,544

93,164
2,080,990

886,106
18,367

8,943
36,323

4,518
68,469

211,401
393,124
100,316
100,663
285,800

475
137,213

8,620
1,599

159,857
4,470

27
101

8,140
10,010
3,472
3,704

113,419
$ 8,467,722 $2,388,544

Revenues
43 .80%

0.03%
1 .09%

24.43°/o
10.40°/o
0.22%
0. 11%
0.43%
0.05%
0.80%
2.48%
4.61%
1 I 18°/o
1.18%
3 .35°/0
0.01°/o
1 .61 %
0. 10%
0.02%
1 .88°/o
0.05%
0.00%
0.00%
0. 10°/o
0. 12°/0
0.04°/o
0.04%
1.87%

98. 13%

44.00%
0.03%
1 . 10%

24.58°/o
10.46%

0.22%
0. 11°/o
0.43%
0.05%
0.81%
2.50%
4.64%
1. 18%
1. 19°/o
3.38%
0.01%
1.62%
0. 10%
0.02%
1.89%
0.05%
0.00%
0.00%
0.10%
0. 12%
0.04%
0.04%
1 .34°/o

98,660/0

9
9

49
42
(6)

(11)
14
32

(15)

5/8 Inch
1 Inch

1.5 Inch
2 Inch

5/8 Inch
3/4 Inch
1 Inch

1.5 Inch
2 Inch
3 Inch
1.5 Inch
2 Inch
3 Inch
6 Inch
3 Inch
4 Inch
6 Inch

8 Inch

Additional Gallons to
Bills to be be Pumped

Issued (In 1,000's)
1,004 7,612

327
878

4,522
293

(53)
(236)
535

4,070
(2,317)

(4)
(2) (788)
(1) (42)
8 126,136

(13) (6,385)
14
16

(4)
1,145

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32 Revenue Annualization (a)
33 Present Proposed Dollar
34 Revenues Revenues Chanqe
35 Residential 10,636 14,877 4,241
36 Residential 404 566 162
37 Residential 1,046 1,465 420
38 Residential 5,905 8,274 2,369
39 Commercial 421 589 168
40 Gommercial (70) (98) (28)
4 1 Commercial (343) (481) (137)
42 Commercial 863 1,209 346
43 Commercial 5,008 7,018 2,010
44 Commercial (3,159) (4,427) (1,268)
45 Irrigation (4) (5) (1)
46 Irrigation (594) (832) (238)
47 Irrigation (97) (136) (39)
48 Irrigation 83,116 116,363 33,247
49 Public Interruptible (3,193) (4,470) (1,277)
50 Fire Protection 126 176 50
51 Fire Protection 200 280 80
52 Fire Protection (80) (112) 832)
53 Totals 100,185 140,257 40, 72
54 Total W ater Revenues with Annualization 6,1/9,363 8,607,9/9 2,428,616
55 (a) Customer Growth Annualization is calculated by computing the change in the number
56 the beginning of the year to the end of the year, and then multiplying the additional cu
57 revenue for that month.

Percent
Chanqe

39.87%
40.09%
40.14%
40.12°/o
39.86%
39.89%
40.03°/o
40.07%
40.14%
40.13%
40.00%
40.00%
40.00%
40.00%
40.00%
40.00%
40.00%
40.00%
40.00%
39.30%

of customers by month from
stormers times the average

134,549



Arizona American - Sun city Water
Test Year Ended December 31, 2001

Analysis of Revenue by Detailed Class at Average Usage
Step-One Increase
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Line
Customer

Classification
and[or Meter Size

(a)
Average

Number of
Customers

at
12131 [01

Revenues
Present Proposed
Rates Rates

Proposed Increase
Dollar Percent

Amount Amount
Average

Consumption
8,361

15,869
38,788
73,721
91,864

$ 11.17
18.08
47.17
94.30

123.99

$ 15.63
25.31
66.08

132.14
173.74

4.45
7.23

18.91
37.84
49.7s

19,214
8

117
1,312

425
3

137,292
7,054

$ 265.79
10.15

$ 372.35
14.20

106.56
4.05

2

198

21

126

181

155

23

5

7

2

117

1

1

22,247
46,341

120,339
204,111

1,190,450
2,486,155

77
64,318

613,500
27,462

31.95
69.11

150.19
256.26

1,196.69
2,426.74

13.05
13.05
13.05
13.05

44.74
96.82

210.48
359.14

1,677.72
3,402.38

18.27
18.27
18.27
18.27

12.79
27.71
60.29

102.88
481.03
975,64

5.22
5.22
5.22
5.22

1
1
1
1

54
48
10

10,762,250
491,154

3,167

7,136.46
245.58

1.58
6.00
9.00

12.50
20.00

9,991.05
343.81

2.22
8.40

12.60
17.50
28.00

2,854.59
98.23
0.63
2.40
3.60
5.00
8.00

Residential
Residential
Residential
Residential
Residential
Residaltial
Residential
Residential
Commerdal
Commercial
Commercial
Commercial
Commerdal
Commerdal
Commercial
Commercial
Irrigation
Imation
Irrigation
Irrigation
Irrigation
Irrigation
Public Inten'uptible
Public Interruptible
Fire Protection
Flre Protection
Flre Protection
Fire Protection
Fire Protection

5/8 Inch
3/4 Inch
1 Indl
1.5 Inch
2 Inch
3 Inch
4 Inch
6 Indl
5/8 Inch
3/4 Inch
1 Inch
1.5 Inch
2 Indl
3 Inch
4 Inch
6 Inch
1 Inch
1.5 Inch
2 Inch
3 Inch
4 Inch
6 Indl
3 Inch
8 Inch
3 Inch
4 Inch
6 Inch
8 Inch
10 Inch
Standby 63 3.50 4.90 1.40

39.86%
40.00%
40. 10%
40.12%
40.12%
0.00%
0.00%

40.09%
39.86%
0.00%

40.04%
40.09%
40. 14%
40.15%
40.20%
40.20%
40.00%
40.00%
40.00%
40.00%
0.00%

40.00%
40.00%
40.00%
40.00%
40.00%
40.00%
40.00%
0.00%

40.00%

Totals 22,098

1

2

3

4

5

6

7

8

9
10

11

12

13

14

15

16

17

18

19

20

21

22

23
24

25

ZN

27

28

29

30

31

32

33

34
35

36

37

Actuall Year End Number
of Customers: 22,195

(a) Average number of customers of less than one (1), indicates that less than 12 bills were issued dunlng the year.



Arizona American - Sun City Water
Test Year Ended December 31, 2001

Changes in Representative Rate Schedules
Step-one Increase

Exhibit
Rebuttal Schedule H-3
Page 1
Witness: Kozo ran

Present
Rates

Proposed
Rates

Percent
Chanqe

Increase
Percent-

age

$ $5.00
5.00

13.00
28.00
41.00
70.00

103.00
141.00

7.00
7.00

18.20
39.20
57.40
98.00

144.20
197.40

40.00% $ 7.0000
40.00% $ 7.0000
40.00% $ 18,2000
40.00% $ 39.2000
40.00% $ 57.4000
40.00% $ 98.0000
40.00% $144.2000
40.00% $197.4000

6.00
9.00

12.50
z0.00
30.00

8.40
12.60
17.50
28.00
42.00

40.00% $ 8.4000
40.00% $ 12.6000
40.00% $ 17.5000
40.00% $ 28.0000
40.00% $ 42.0000

3.50 4.90 40.00% $ 4.9000

13.00
28.00
41.00
70.00

103.00
141.00

18.20
39.20
57.40
98.00

144.20
197.40

40.00% $ 18.2000
40.00°/o $ 39.2000
40.00% $ 57.4000
40.00% $ 98.0000
40.00% $144.2000
40.00% $197.4000

8,000
999,999,999
999,999,999
999,999,999

8,000
999,999,999
999,999,999
999,999,999

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

Line Customer Classification
I and Meter Size
1 Percentage Increase in Monthly Minimums
2 Percentage Increase in Commodity Rates
3
4 Monthly Usage Charge for:
5 Residential,Commercial
6 5/8 x 3/4 Inch
7 3/4 Inch
8 1 Inch
9 1 1/2 Inch
10 2 Inch
11 3 Inch
12 4 Inch
13 6 Inch
14 8 Inch
15 Private Fire Protection
16 Flat Rate 3
17 Flat Rate 4
18 Flat Rate 6
19 Flat Rate 8
20 Flat Rate 10
21 Standby
22 Public Interruptible
23 Irrigation
24 1 Inch
25 1 1/2 Inch
26 2 Inch
27 3 Inch
28 4 Inch
29 6 Inch
30
31
32 Gallons In Minimum
33 All
34
35
36
37
38 Tier 1: Gallons upper limit
39 All, except construction, irrigation, public interruptible
40 Construction
41 Irrigation
42 Public Interruptible
43
44 In Addition to above charges, Company shall collect Groundwater Saving Fee Per Commission Decision

45 62293
46
47 (a) Rounded to the nearest whole cent



Arizona American - Sun City Water
Test Year Ended December 31, 2001

Changes in Representative Rate Schedules
Step-One Increase

Exhibit
Rebuttal Schedule H-3
Page 2
Witness: Kozo ran

Present
Rates

Proposed
Rates

Percent
Chanqe

999,999,999
999,999,999
999,999,999
999,999,999

999,999,999
999,999,999
999,999,999
999,999,999

999,999,999
999,999,999
999,999,999
999,999,999

999,999,999
999,999,999
999,999,999
999,999,999

0.73
0.92
0.92

$ 1.02
1.29
1.29

39.73% $
40.22% $
40.22°/o $

1.0220
1.2880
1.2880

0.7000

0.91

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

Line Customer Classification
No. and Meter Size
1
2
3 Tier 2: (Gallon under limit, uo to. but not exceeding)
4 All, except construction, irrigation, public interruptible
5 Construction
6 Irrigation
7 Public Interruptible
8
9
10 Tier 3: (Gallon over)
11 All, except construction, irrigation, public interruptible
Hz Construction
13 Irrigation
14 Public Interruptible
15
16
17 Commodity Rates (per 1,000 gallons over minimum and per Tier)
18 Ali, except construction, irrigation, public interrupting Tier 1 (a) $
19 All, except construction, irrigation, public interrupting Tier 2 (a)
20 Ali, except construction, irrigation, public interrupting Tier 3 (a)
21 All, except construction, irrigation, public interrupting Tier 4
22
23
24 Construction / Untreated CAP
25
26 Irrigation
27
28 Public Interruptible
29
30 Groundwater Withdrawal Assessment
31 Groundwater Withdrawal Fees shall be collected as an assessment, and is subject to annual
32 revisions as required due to changes in rates charged by the Arizona Department of Water
33 Resources ("ADWR"). Includes an allowance of 10% lost and unaccounted for water.

$

$

$

0.50 $

0.65 s

0.50 $ 0.70

40.00% $ 0.7000

40.00% $ 0.9100

40.00% $ 0.7000



Arizona American - Sun city Water
Changes in Representative Rate Schedules

Test Year Ended December 31, 2001
Step-One Increase

Exhibit
Rebuttal Schedule H-3
Page 3
Witness: Kozo ran

Line
No.

Present
Rates

$ 30.00
$ 40.00

Proposed
Rates

$ 30.00
$ 40.00
$ _
$ _

$ 10.00

Other Service Charges
Establishment
Establishment (After Hours)
Reconnection (Deliquent)
Reconnection (After Hours)
Meter Test
Deposit
Deposit Interest
Re-Establishment (With-in 12 Months)

$ 10.00

$
$$ 10.00

1.50%
$ 5.00

10.00
1.50%
5.00$

$

NSF Check
Deferred Payment, Per Month (b)
Meter Re-Read
Charge of Moving Customer Meter -

Customer Requested
Late Payment Charge, on balance of Acct.
Damages to Meter Locks, Valves, Seals (2)
Sprinklers
(1) Greater of 1.50% or $5.00 Present Rates or 1.5% or $10.00 Proposed Rates.
(2) $40.00 plus actual cost of making repairs.
x* PER COMMISSION RULES (R14-2-403.B)
*** MONTHS OFF SYSTEM TIMES MINIMUM (R14-2-403.D)
IN ADDITION To THE COLLECTION oF REGULAR RATES, THE UTILITY WILL COLLECT FROM
ITS CUSTOMERS A PROPORTIONATE SHARE OF ANY PRIWLEGE, sALEs, usE, AND FRANCHISE
TAX. PER COMMISSION RULE (14-2-409.D 5)

ALL ADVANCES AND/OR CONTRIBUTIONS ARE To INCLUDE LABOR, MATERIALS, OVERHEADS,
AND ALL APPLICABLE TAXES, INCLUDING ALL GROSS-UP TAXES FOR INCOME TAXES.

(a) 1.00% of the monthly minimum for a comparable sized meter connection, but no less than $5
per month.

Cost
1.50°/o

Cost

Cost
1.50°/o
Cost

Present
Selvice
Installer

Charges
Charges
son of

Meter Size
5/8 x 3/4 Inch
3 / 4 Inch
1 Inch
1 1/2 Inch
2 Inch
3 Inch
4 Inch
6 Inch
8 Inch
Meters Larger than 8"

Ser. Line
$255.00
$255.00
$275.00
$290.00
$315.00

Cost
Cost
Cost
Cost
Cost

Meter
$ 65.00
$ 105.00
$ 145.00
$345.00
$775.00

Cost
Cost
COSt
Cost
Cost

Pngp0$ed

Charqes(*)

$500

$575

$660

$900

$2,220

Cost

Cost

Cost

Cost

Cost

As meters and service lines are now taxable income for income purposes, The Company
shall collect income taxes on the meter and service line charges.
Any tax collected will be refunded each year that the meter deposit is refunded.

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49

Company will not accept applications for new 3/4" meters after May 1, 1997. This meter size
is absolute.
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Arizona American - Sun City Wastewater
Summary of Revenues by Customer Classification .. Present and Proposed Rates

Test Year Ended December 31, 2001

Exhibit
Rebuttal Schedule H-1
Page 1
Witness: Kozo ran

Line
No.

Customer Classification
a n d / o r

Meter Size
Present

Revenues
Proposed
Revenues

DoHar
Chanqe

Percent
Change

Percent
of

Present
Water

Revenues

Percent
of

Proposed
Water

Revenues

I
I
I
I
I
I
I

$ 181,540
7

6,512
4,188

111,459
8,472
1,653

332
171

6.22°/o
6.22%
6.21%
6.45%
6.22%
6.35%
6.22%
6.09%
6.25%
0.00%
6.22%

57.78%
0.00%
2.07%
1.29%

35.47%
2.64°/o
0.53%
0.11%
0.05%
0.06%

100.00%

57.78%
0.00%
2.07%
1.29%

35_47%
2.64%
0.53%
0.11%
0.05%
0.05%

100.00%

$2,920,525
116

104,865
64,965

1,793,100
133,438

26,568
5,457
2,736
2,859

$5,054,629

$3,102,065
123

111,377
69,153

1,904,559
141,910

28,221
5,790
2,907
2,859

$ 5,368,963 $ 314,334

I
Present

Revenues
Proposed
Revenues

Dollar
Chanqe

Percent
Chanqe

Bills to be
Issued

12,754
(116)

1,809

13,547 $
(123)

1,921

793
(7)

112

6.22%
6.22%
6.21°/o

991
(9)

117

17,709
329
669
49
29

33,233

18,810
350
711

52
31

35,299

1,101
21
4z
3
2

2,066

6.22%
6.35%
6.22%
6.09%
6.25°/o
6.22%

1,376
87
23
7
2

2,594

I
I
I
I
I
I
I
|
I

1 Residential Units (SSR)
2 Commercial/Residential Units (SSR)
3 Commercial (SSC)
4 Commercial Large User (SS6)
5 Multi-family Residential Units (Ac SSR)
6 Commercial additional toilets (SS1)
7 Commercial per dishwasher (SS2)
8 Commercial per wash machine (SS3)
9 Commercial per wash rack (SSH)
10 Miscellaneous Revenues
11 Subtotal  of  Revenues
12
13
14
15 Revenue Annual izat ion
16 Residential Units (SSR)
17 Commercial/Residential Units (SSR)
18 Commercial (sec)
19 Commercial Large User (SS6)
20 Multi-family Residential Units (Ac SSR)
21 Commercial additional toilets (SS1)
22 Commercial per dishwasher (SSH)
23 Commercial per wash machine (SS3)
24 Commercial per wash rack (SS4)
25 Total Revenue Annualization

26
27 Total  of Revenues 5,087,862 5,404,262 316,400 6.22%
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Arizona American - Sun City Wastewater
Changes in Representative Rate Schedules

Test Year Ended December 31, 2001

Exhibit
Rebuttal Schedule H-3
Page 1
Witness: Kozo ran

Customer Classification
and Meter Size

Present
Rates

Proposed
Rates

Percent
Change

I
I
I
I
I
I
I

Monthly Usage Charge for:
Residential and Commercial
Residential (SSR)(a)
Commercial (SSC) (a)
Commercial Large User (SS6 based on consumption)
SS1 (commercial, additional toilets) (a)
SS2 (commercial restaurant, per dishwasher or garbage grinder) (a)
SS3 (commercial Laundromat, per washing machine) (a)
SSH (commercial, per wash rack)
Rental Rooms (a)
Paradise Resort Park, Contract Rate

$ 12.87
15.46
32.80
3.78

29.10
7.06

14.40
7.99
3.94

$ 13.67
16.42
34.84
4.02

30.91
7.49

15.30
8.49
3.94

6.22°/o
6.21%
6.22%
6.35%
6.22%
6.09%
6.25%
6.26%
0.00%

Gallons In Minimum
Commercial SSR6 & Paradise Park Resort 20,000 20,000I

I
Commodity Rates (per 1,000 gallons over minimum)
Commercial SSR6 & Paradise Park Resort (a) $ 1.24 $ 1.32 6.45%

Annual Fee for Industrial Discharqe Service
For those customers consuming an amount of water less than or equal
50,000 gallons per month through one or more water meters to the
same facility, inclusive of meters used for irrigation: $ 500.00 $ 500.00

I For those customers consuming an amount of water greater than
50,000 gallons per month through one or more water meters to the
same facility, inclusive of meters used for irrigation : $ 1,000.00 $ 1,000.00

Annual Fee for Industrial Discharge Service charges shall be non-refundable and shall be assessed
in advance each January by the Company by special billing. For new customers receiving this service,
a prorated charge shall be assessed.I

I
|
I
I

Line

No.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

(a) Rounded to the nearest whole cent
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Arizona American - Sun city West Water
Test Year Ended December 31, 2001

COIVIIVIODITY .. DEMAND MErHOD FuncTion FACTORS
Plant and Depreciation Expense Allocations

Exhibit
Rebuttal Schedule G-7
Page 2
Witness: Kozo ran

Line
No.

Total Demand Commodity
0.90 0.10
0.90 0.10
0.90 0.10

Customer
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00

0.25

1.00
1.00
1.00
1.00
0.75

1.00
0.75

Description
Wells
Pumps & Equipment
Distribution Mains
Customer
Services
Meters
Fire Hydrants
Transportation Equip.
Office Furniture
Communication Equip. 0.25

To Approximately Match Acc Staff Proposed Rates for 5/8 Inch Meter
Demand and Commodity Allocation to Wells, Pumps and Equipment and
Distribution Mains would need to be changed to approximately match
Acc Staff's proposed monthly minimums and commodity rates. The

match would be Acc Staff's Proposed Rates to Computed Monthly
Minimum and Commodity rate WITHOUT Equity returns and
Income Taxes. Match would be based on cost only.

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

Dgsgzription
Wells
Pumps & Equipment
Distribution Mains

Required Allocations:
Total Demand Commodity

1.00 (0.60) 1.60
1.00 (0.60) 1.60
1.00 (0.60) 1.60

Customer



I
|
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Arizona American - Sun City West Water
Test Year Ended December 31, 2001

Cost of Service Study, Using Commodity Demand Method
DEVELOPMENT oF ALLOCATION FACTORS

Exhibit
Rebuttal Schedule 7
Page 2a
Witness: Kozo ran

I
I

Labor Allocation Factors
Pumping Labor
Meter Labor
Customer Labor

31.44%
21.21%
47.35%

100.00%

I
I
I

Repairs and Maintenance Allecatipn .Factors
Repairs and Maintenance Demand
Repairs and Maintenance Pumping
Repairs and Maintenance Mains
Repairs and Maintenance Services
Repairs and Maintenance Meters
Repairs and Maintenance Customer

18.04%
33.23%
6.61%

39.64%
0.21%
2.27%

100.00%

I Computations shown on this work sheet are from page labeled aTrial Balance in this work book.
Allocation percentage were computed based on Expenses charged by Citizens Utilities and
are then applied to proforma amounts.I

I
I
I
I
I
I
I
I
I



Arizona American - Sun city West Water
Test Year Ended December 31, 2001

Cost of Service Study, Using Commodity Demand Method
DEVELOPMENT oF CLASS ALLOCATION FActoRs

Exhibit
Rebuttal Schedule 7
Page 3
Witness: Kozo ran

COMMODITY ALLOCATION FACTOR

(3)
Total Gallons
(in 1,000's)
In Test Year

1,251,596
328

43,207
373,262
228,799
31,658

112,692
2,901

Meter Size
5/8" X 3/4"

3/4"

1-1/2"

Totals

Percent
of

Total
61.22%
0.02%
2. 11°/o

18.26%
11.19%

1.55%
5.51%
0.14%

0.000%
0.000%

100.00%

Meter
Size

5/8" x 3/4
3/4"

1-1/2"

10"
Totals

Equiv-
alent

Weight
1.0
1.5
2.5
5.0
8.0

16.0
25.0
50.0
80.0

160.0

Percent
of

Total
66.20%
0.01%
2.05°/o

12.05°/o
9.20%
1.02%
1.71%
5. 23°/o
2.55%
0.00%

100.00%2,044,442

DEMAND ALLOCATION FACTOR

(a) Equivalent
Number Number

of Meters of Meters
and/or and/or
Services Services

14,558 14,558
1 2

180 450
530 2,650
253 2,024
14 224
15 375
23 1,150
7 560

- 0
15,581 21,993

I
I
I
I
I
I
I
I
I

CUSTOMER ALLOCATION FACTOR SERVICES ALLOCATION FACTOR (b)

Meter
Size

5/8" x 3/4"
3/4"

1-1/2"

10"
Totals

Number
of Meters

14,558
1

180
530
253
14
15
23
7
0

15,581

Percent
of

Total
93.43%
0.01%
11 16°/o
3.40%
1.62°/o
0.09%
0. 10°/o
0. 15%
0.04%
0.00%

100.00%

Meter
Si2¢

5/8" x 3/4
3/4"

1-1/2"

10"
Totals

Number
of

Services
14,558

1
180
530
253
14
15
23
7
0

15,581

$

Install-
ation
Cost
355.00
355.00
405.00
435.00
565.00
750.00

1,090.00
1,600.00
1,600.00
1,600.00

Weighted
Number
ServiCes

5,168,090
355

72,900
230,550
142,945
10,500
16,350
36,800
11,200

0
5,689,690

Percent
of

Total
90.83°/o
0.01%
1.28°/o
4.05%
2.51%
0. 18%
0.29%
0.65°/o
0.z0%
0.00%

100.00%

I
I
I METER ALLOCATION FACTOR lb)

I
I
I
I
I

Weighted
Meter Number Dollars

Size of Meters of Meters
5/8" X 3/4" 14,558 $ 1,528,590

3/4" 1 105
1" 180 38,700

1-1/2" 530 225,250
2" 253 408,595
3 ll 14 30,380
4" 15 46,425
6" 23 139,610
8" 7 42,490
10" 0 0

Totals 15,581 2,460,145
(a) Includes customer and gallon sold annualization
(b) Meter and Service Line cost from Arizona Corporation Commission Memo of April 23, 2002

from Marlin Scott, Jr.. Meter costs based on compound meters. cost of service line and

Meter
Cost
105.00
105.00
215.00
425.00

1,615.00
2,170.00
3,095.00
6,070.00
6,070.00
6,070.00

Percent
of

Total
62. 13%
0.00°/o
1.57%
9. 16%

16.61°/o
1.23%
1.89%
5.67°/o
1.73%
0.00%

100.00%
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Arizona American - Sun City West Water
Test Year Ended December 31, 2001

Comparison of Acc Staff Proposed Rates to Computed Rates from Cost of Service Study
to Computed Rates from Cost of Service Study wi thout Equity Return and Income Taxes

Exhibit
Rebuttal Schedule G-9
Page 1
Witness: Kozo ran

Computed Commodity Cost from Rebuttal Schedule G-8, Page 4a
Computed Demand Cost for 5/8 Inch Meter from Rebuttal Schedule G-8, Page 4a
Computed Customer Cost for 5/8 Inch Meter from Rebuttal Schedule G-8, Page 4a
Computed Service Line Cost for 5/8 Inch Meter from Rebuttal Schedule G-8, Page 4a
Computed Meter Cost for 5/8 Inch Meter from Rebuttal Schedule G-8, Page 4a
Computed Monthly Minimum Charge with zero gallons in minimum from Rebuttal Sdledule G-8, Page 4a

$03494

$ 2.93
4.36
1.74
1.01

$ 10.05

$ 5.60
Acc Staff Proposed Rates
Proposed Monthly Minimum for 5/8" Meter
Proposed Commodity Rate

0 to 4,000
4,001 to 100,000

Over 100,001

$
$
$

0.84
1.24
1.52

COL 1 Col. 2 Col, 3 Col. 4
(col. 2+ 3)

Col. 5 Col. 6 Col. 7 Col. 8

(CQI. 6 + 7
Computed Costs,without Equity
Return or Income Taxes

Usage
Commodity
Revenue

Col. 9

(Col, 8-4)

Recovery
of Expenses

or,

(Lack of

Recovery)

$

I
I
I
I
I
I

$

I
I
I
I
I
I
I

Monthly
Minimum Commodity
Revenue Revenue
$ 10.05
$ 10.05

10.05
10.05
10.05
10.05
10.05
10.05
10.05
10.05
10.05
10.05
10.05
10.05
10.05
10.05
10.05
10.05
10.05
10.05
10.05
10.05
10.05
10.05
10.05
10.05
10.05
10.05
10.05
10.05
10.05
10.05

$0.3494
0.70
1.05
1.40
1.75
2.10
2.37
2.45
2.80
3.14
3.49
3.84
4.19
4.54
4.89
5.24
5.59
5.94
6.29
6.64
6.99
7.34
7.69
8.04
8.39
8.74
9.08
9.43
9.78

10.13
10.48

Total
Cost of
Service

$ 10.05
$ 10.40

10.75
11.10
11.45
11.80
12.15
12.42
12.50
12.84
13.19
13.54
13.89
14.24
14.59
14.94
15.29
15.64
15.99
16.34
16.69
17.04
17.39
17.74
18.09
18.44
18.78
19.13
19.48
19.83
20.18
20.53

Usage

<-Level->

When

Revenues

Equal

Expenses

(No Rate

of Return

on

Equity

or Income

Taxes

Included)

0.84
1.68
2.52
3.36
4.60
5.84
6.83
7.08
8.32
9.56

10.80
12.04
13.28
14.52
15.76
17.00
18.24
19.48
20.72
21.96
23.20
24.44
25.68
26.92
28.16
29.40
30.64
31.88
33.12
34.36
35.60

Total
Revenue
$ 5.60

6.44
7.28
8.12
8.96

10.20
11.44
12.43
12.68
13.92
15.16
16.40
17.64
18.88
20.12
21.36
22.60
23.84
25.08
26.32
27.56
28.80
30.04
31.28
32.52
33.76
35.00
36.24
37.48
38.72
39.96
41.20

(4.45)
(3.96)
(3.47)
(2.98)
(2.49)
(1.60)
(0.71)
0.00
0.18
1.08
1.97
2.86
3.75
4.64
5.53
6.42
7.31
8.20
9.09
9.98

10.87
11.76
12.65
13.54
14.43
15.32
16.22
17.11
18.00
18.89
19.78
20.67

Line

M
1

z

3

4

5

6

7

8

g

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

39

40

41

42

43

44

45

46

47

48

49

50

51

52

53

54

55

1,000
2,000
3,000
4,000
5,000
6,000

6,795
7,000
8,000
9,000

10,000
11,000
12,000
13,000
14,000
15,000
16,000
17,000
18,000
19,000
20,000
21,000
22,000
23,000
24,000
25,000
26,000
27,000
28,000
29,000
30,000

Average Usage
7,171 10.05 2.51 12,56

Monthly
Minimum

Usage Revenue
$ 5.60

1,000 5.60
2,000 5.60
3,000 5.60
4,000 5.60
5,000 5.60
6,000 5.60

6,795 5.60
7,000 5.60
8,000 5.60
9,000 5.60

10,000 5.60
11,000 5.60
12,000 5.60
13,000 5.60
14,000 5.60
15,000 5.60
16,000 5.60
17,000 5.60
18,000 5.60
19,000 5.60
20,000 5.60
21,000 5.60
22,000 5.60
23,000 5.60
24,000 5.60
25,000 5.60
26,000 5.60
27,000 5.60
28,000 5.60
29,000 5.60
30,000 5.60

Average Usage
7,171 5.60 7.29 12.89 0.34



Arizona American - Sun City West Water
Test Year Ended December 31, 2001

Comparison of Acc Staff Proposed Rates to Computed Rates from Cost of Service Study
to Computed Rates from Cost of Service Study wi th Equity Return and Income Taxes

Exhibit
Rebuttal Schedule G-9
Page 2
Witness: Kozo ran

Computed Commodity Cost from Rebuttal Schedule G-8, Page 4

Computed Demand Cost for 5/8 Inch Meter from Rebuttal Schedule G-8, Page 4
Computed Customer Cost for 5/8 Inch Meter from Rebuttal Schedule G-8, Page 4
Computed Service Line Cost for 5/8 Inch Meter from Rebuttal Schedule G-8, Page 4
Computed Meter Cost for 5/8 Inch Meter from Rebuttal Sdiedule G-8, Page 4
Computed Monthly Minimum Charge with zero gallons in minimum from Rebuttal Schedule G-8, Page 4

$03519
$ 3.32

5.05
1.32
3.34

$' 13.03

$ 5.60
Acc Staff Proposed Rates
Proposed Monthly Minimum for 5/8" Meter
Proposed Commodity Rate

0 to 4,000
4,001 to 100,000

Over 100,001

$
$
$

0.84
1.24
1.52

Col. 1 Col, 2 Col. 3 Col, 4
(Col. 2+ 3)

Col. 5 Col. 6 Col. 7

Computed C
Return and

oats, with Equity
Income Taxes

Usage
Commodity

Revenue

Commodity

Revenue

Col. 8 col. 9
(Col. 6 + 7 (crI, 8.-4)

Recovery

of Expenses

Rate of

Return

Income Tax

or (Lack of

Recovery)

$
$

Monthly
Minimum
Revenue
$ 13.03
$ 13.03

13.03
13.03
13.03
13.03
13.03
13.03
13.03
13.03
13.03
13.03
13.03
13.03
13.03
13.03
13.03
13.03
13.03
13.03
13.03
13.03
13.03
13.03
13.03
13.03
13.03
13.03
13.03
13.03

$0.3519
0.70
1.06
1.41
1.76
2.11
2.46
2.82
3.17
3.52
3.58
3.87
4.22
4.58
4.93
5.28
5.63
5.98
6.34
6.69
7.04
7.39
7.74
8.09
8.45
8.80
9.15
9.50
9.85

Total
Cost of
Service

$ 13.03
$ 13.38

13.73
14.09
14.44
14.79
15.14
15.49
15.84
16.20
16,55
16.61
16.90
17.25
17.60
17.96
18.31
18.66
19.01
19.36
19.72
20.07
20.42
20.77
21.12
21.48
21,83
22.18
22.53
22.88

Usage

<-Level->

When

Revenues

Equal

Expenses

and

Return

on Equity

and

Income

Taxes

0.84
1.68
2.52
3.36
4.60
5.84
7.08
8.32
9.56

10.80
11.01
12.04
13.28
14.52
15.76
17.00
18.24
19.48
20.72
21.96
23.20
24.44
25.68
26.92
28.16
29.40
30.64
31.88
33.12

Total
Revenue
$ 5.60

6.44
7.28
8.12
8.96

10.20
11.44
12.68
13.92
15.16
16.40
16.61
17.64
18.88
20.12
21.36
22.60
23.84
25.08
26.32
27.56
28.80
30.04
31.28
32.52
33.76
35.00
36.24
37.48
38.72

(7.43)
(6.94)
(6.45)
(5.97)
(5.48)
(4.59)
(3.70)
(2.81)
(1.92)
(1.04)
(0.15)
0.00
0.74
1.63
2.52
3.40
4.29
5.18
6.07
6.96
7.84
8.73
9.62

10.51
11.40
12.28
13.17
14.06
14.95
15.84

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I ge

Line

L E
1

2

3

4

5

6

7

8

9

10

1 1

12

13

14

15

16

17

18

19

20

2 1

22

23

24

25

26

27

28

29

30

3 1

32

33

34

35

36

37

38

39

40

4 1

42

43

44

45

46

47

48

49

50

5 1

52

53

54

55

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
10,170

11,000
12,000
13,000
14,000
15,000
16,000
17,000
18,000
19,000
20,000
21,000
22,000
23,000
24,000

. 25,000
26,000
27,000
28,000

Average Usa
7,171 $ 13.03 $ 2.524 $ 15.55

Monthly
Minimum

Usage Revenue
- $ 5.60

1,000 5.60
2,000 5.60
3,000 5.60
4,000 5.60
5,000 5.60
6,000 5.60
7,000 5.60
8,000 5.60
9,000 5.60

10,000 5.60
10,170 5.60

11,000 5.60
12,000 5.60
13,000 5.60
14,000 5.60
15,000 5.60
16,000 5.60
17,000 5.60
18,000 5.60
19,000 5.60
20,000 5.60
21,000 5.60
22,000 5.60
23,000 5.60
24,000 5.60
25,000 5.60
26,000 5.60
27,000 5.60
28,000 5.60

Average Usage
7,171 $ 5.60 7.29 12.89 (2.66)
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Arizona American - Sun City West Water
Test Year Ended December 31, 2001

Changes in Representative Rate Schedules

Exhibit
Rebuttal Schedule H~3
Page 1
Witness: Kozo ran

Customer Classification
and Meter Size

Present
Rates

Proposed
Rates

Percent
Chanqe

Percentage Increase in Monthly Minimums
Percentage Increase in Commodity Rates

Monthly Usage Charge for:
Residential,Commercial, Irrigation, Resale and Miscellaneous Customers
5/8 x 3/4 Inch Rounded Down $0.01 $
3/4 Inch Rounded Down $0.01
1 Inch
1 1/2 Inch
2 Inch
3 Inch
4 Inch
6 Inch

5.00
5.00

13.00
28.00
41.00
70.00

103.00
141.00

$ 6.82
6.82

17.75
38.24
56.00
95.60

140.67
192.57

36.40%
36.40%
36.54%
36.57%
36.59%
36.57%
36.57%
36.57%

Construction /Tariff to be canceled, as it is no longer used
General Fire Sprinkler Rate 4 ii
General Fire Sprinkler Rate 6 rt
General Fire Sprinkler Rate 8 rt
General Fire Sprinkler Rate 10 "

8.00
30.00
45.00
60.00

120.00

40.97
61.46
81.94

163.89

36.57°/o
36 .58°/o
36.57%
36. 58%

Gallons In Minimum
All

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35

Tier 1: Gallons upper limit
All, except construction
Construction /Tariff to be canceled, as it is no longer used

8,000
999,999,999

8,000
999,999,999

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

(a) Rounded to nearest whole cent



Arizona American - Sun City West Water
Test Year Ended December 31, 2001

Changes in Representative Rate Schedules

Exhibit
Rebuttal Schedule H-3
Page 2
Witness: Kozo ran

Customer Classification
and Meter Size

Present
Rates

Proposed
Rates

Percent
Chanqe

Tier 2: (Gallon upper limit, up to, but not exceeding)
All, except construction
Construction / Tariff to be canceled, as it is no longer used

999,999,999
999,999,999

999,999,999
999,999,999

Tier 3: (Gallon over)
All, except construction
Construction / Tariff to be canceled, as it is no longer used

999,999,999
999,999,999

999,999,999
999,999,999

Commodity Rates (per 1,000 gallons over minimum and per Tier)
All, except construction (a) Tier 1 (a)
All, except construction (a) Tier 2 (a)
All, except construction (a) 'Her 3 (a)
All, except construction (a) Tier 4 (a)

$ 0.93
1.12
1.12

$ 1.27
1.53
1.53

36.56°/o
36.61%
36.61%

Construction /Tariff to be canceled, as it is no longer used 0.60

204.86 36.57%

Line
no.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42

Effluent Sales, per Acre Foot

Central Arizona Project - Raw Untreated Water - Per 1,000 Gallons

150.00 $

0.50 $ 0.68 36.00%

I
I
I
I
I
I
I
I
I
I
I
I
I
|
I
I
I
I
I

In Addition to above charges, Company shall collect Groundwater Saving Fee Per Commission Decision
62293
(a) Rounded to nearest whole cent



I
I

Arizona American - Sun City West Water
Changes in Representative Rate Schedules

Test Year Ended December 31, 2001

Exhibit
Rebuttal Schedule H-3
Page 3
Witness: Kozo ran

I
I

Present
Rates

$ 30.00
$ 40.00

I $ 10.00

Proposed
Rates

$ 30.00
$ 40.00
$ _
$ _

$ 10.00
**

I
$ 10.00 $ 10.00

$ 5.00 $ 5.00

I Cost
1.50%

Cost

Cost
1 I 50%
Cost

I
I

I
I
I
I

Present
Charges

$320
$360
$415
$725

$1,090
Cost
Cost
Cost
Cost

Proposed

Charqes

$500

$575

$660

$900

$2,220

Cost

Cost

Cost

CostI
I
I

Line
No. Other Service Charqes
1 Establishment
2 Establishment (After Hours)
3 Reconnection (Deliquent)
4 Reconnection (After Hours)
5 Meter Test
6 Deposit
7 Deposit Interest
8 Re-Establishment (With-in 12 Months)
9
10 NSF Check
11 Deferred Payment, Per Month (b)
12 Meter Re-Read
13 Charge of Moving Customer Meter
14 Customer Requested
15 Late Payment Charge
16 Damages to Meter Locks, Valves, Seals
17 Sprinklers See Schedule H-3, Page 1
18
19
20 ** PER COMMISSION RULES (R14-2-403.B)
21 *x* MONTHS OFF sysrrEm TIMES MINIMUM (R14-2-403.D)
22 IN ADDITION To THE COLLECTION oF REGULAR RATES, THE UTIL1TY WILL COLLECT FROM
23 ITS CUSTOMERS A PROPORTTONATE SHARE oF ANY PRIWLEGE, SALES, USE, AND FRANCHISE
24 TAX. PER COMMISSION RULE (14-2-409.0 5)
25 ALL ADVANCES AND/OR CONTRIBUTIONS ARE To INCLUDE LABOR, MATERIALS, OVERHEADS,
26 AND ALL APPLICABLE TAXES, INCLUDING ALL GROSS-UP TAXES FOR INCOME TAXES.
27
28
29
30
31 Meter Size
32 5/8 x 3/4 Inch
33 3 / 4 Inch
34 1 Inch
35 1 1/2 Inch
36 2 Inch
37 3 Inch
38 4 Inch
39 6 Inch
40 8 Inch
41
42 As meters and service lines are now taxable income for income purposes, The Company
43 shall collect income taxes on the meter and service line charges.
44 Any tax collected will be refunded each year that the meter deposit is refunded.
45
46 Groundwater Withdrawal Fees shall be collected as an assessment, and is subject to annual
47 revisions as required due to changes in rates charged by the Arizona Department of Water
48 Resources ("ADWR"). Includes an allowance of 10% lost and unaccounted for water.

I
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SUN CITY WEST
SEWER DIVISION
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Arizona American - Sun City West Sewer
Changes in Representative Rate Schedules

Test Year ended December 31, 2001

Exhibit
Rebuttal Schedule 3
Page 1
Witness: Kozo ran

Customer Classification Present
Rates

Proposed
Rates

Percent
Chanqeand.or Meter Size, If Applicable

Monthly Usage Charge for:
Residential and Commercial
Residential (WSR) Rounded Down
Commercial (sec)
Commercial Large User (SS6 based on consumption)
WS1 (commercial, additional toilets)
WS2 (commercial restaurant, per dishwasher or garbage grinder)
WS3 (commercial Laundromat, per washing machine)
ws (commercial, per wash rack)

$ 16.24
23.09
45.42
5.30

42.58
9.93

20.81

$ 23.64
33.62
66.14
7.72

62.00
14.45
30.30

45.57%
45.60%
45.62%
45.66%
45.61%
45.62%
45.60%

Annual Fee for Industrial Discharqe Service
For those customers consuming an amount of water less than or equal
50,000 gallons per month through one or more water meters to the
same facility, inclusive of meters used for irrigation: $ 500.00 $ 500.00

For those customers consuming an amount of water greaterthan
50,000 gallons per month through one or more water meters to the
same facility, inclusive of meters used for irrigation : $ 1,000.00 $ 1,000.00

Annual Fee for Industrial Discharge Service charges shall be non-refundable and shall be assessed
in advance each January by the Company by special billing. For new customers receiving this service,
a prorated charge shall be assessed.

Gallons In Minimum
Commercial SSR6 20,000 20,000

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38

Commodity Rates (Der 1,000 gallons over minimum)
Commercial SSR6 $ 0.98 $ 1.43 45.92%

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

(a) Rounded to nearest whole cent
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Arizona American - Sun City West Sewer
Changes in Representative Rate Schedules

Test Year ended December 31, 2001

Exhibit
Rebuttal Schedule 3
Page 2
Witness: Kozo ran

I Present
Rates

Proposed
Rates

I
I
I
I
I 1.50% 1.50%

I
I
I

Line
No. Other Service Charqes
1 Establishment
2 Establishment (After Hours)
3 Reconnection (Deliquent)
4 Reconnection (After Hours)
5
6 Deposit
7 Deposit Interest
8 Re-Establishment (With-in 12 Months)
9
10 NSF Check
11 Deferred Payment, Per Month (b)
12
13
14
15 Late Payment Charge
16
17 Rates for above charges are listed on Schedule H-3, Page 3, for Sun City West Water.
18
19
20 ** PER COMMISSION RULES (R14-2-403.B)
21 *** MONTHS OFF SYSTEM TIMES MINIMUM (R14-2-403.D)
22 IN ADDITION To THE COLLECTION oF REGULAR RATES, THE UTILITY WILL COLLECT FROM
23 ITS CUSTOMFRS A PROPORTIONATE SHARE OF ANY PRIVILEGE, SALES, USE, AND FRANCHISE
24 TAX. PER COMMISSION RULE (14-2-409.0 5)
25 ALL ADVANCES AND/OR CONTRIBUTIONS ARE To INCLUDE LABOR, MATERIALS, OVERHEADS,
26 AND ALL APPLICABLE TAXES, INCLUDING ALL GROSS-UP TAXES FOR INCOME TAXES.

I
I
I
I
I

I
I
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Arizona American - Sun City West Sewer
Changes in Representative Rate Schedules

Test Year ended December 31, 2001
Step-One Rate Increase

Exhibit
Rebuttal Schedule H-3
Page 1
Witness: Kozo ran

Customer Classification Present
Rates

Proposed
Rates

Percent
Chanqeand.or Meter Size, If Applicable

Monthly Usage Charge for:
Residential and Commercial
Residential (WSR) (a)
Commercial (WSC) (a)
Commercial Large User (SS6 based on consumption) (a)
WS1 (commercial, additional toilets)
WS2 (commercial restaurant, per dishwasher or garbage grinder) (a)
WS3 (commercial Laundromat, per washing machine) (a)
WS4 (commercial, per wash rack) (a)

$ 16,24
23.09
45.42
5.30

42,58
9.93

20.81

$ 22.74
32.33
63.59
7.42

59.61
13.90
29.13

40.02%
40.02%
40.00%
40.00%
40.00%
39.98%
39.98%

Annual Fee for Industrial Discharqe Service
For those customers consuming an amount of water less than or equal
50,000 gallons per month through one or more water meters to the
same facility, inclusive of meters used for irrigation: $ 500.00

For those customers consuming an amount of water greater than
50,000 gallons per month through one or more water meters to the
same facility, inclusive of meters used for irrigation : $ 1,000.00

Annual Fee for Industrial Discharge Service charges shall be non-refundable and shall be assessed
in advance each January by the Company by special billing. For new customers receiving this service,
a prorated charge shall be assessed.

Gallons In Minimum
Commercial SSR6 20,000 20,000

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

Line
No.
1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36

Commodity Rates (per 1,000 gallons over minimum)
Commercial SSR6 (a) $ 0.98 $ 1.3700 39.80%



Arizona American - Sun City West Sewer
Changes in Representative Rate Schedules

Test Year ended December 31, 2001
Step-One Rate Increase

Exhibit
Schedule H-3
Page 2
Witness: Kozo ran

I
I
I
I
I

Present
Rates

Proposed
Rates

1.50% 1 .50°/o

I
I
I
I
I
I
I
I
I
I
I
I
I

Line
No. Other Service Charges
1 Establishment
2 Establishment (After Hours)
3 Reconnection (Deliquent)
4 Reconnection (After Hours)
5
6 Deposit
7 Deposit Interest
8 Re-Establishment (With-in 12 Months)
9
10 NSF Check
11 Deferred Payment, Per Month (b)
12
13
14
15 Late Payment Charge
16
17
18
19
20 PER COMMISSION RULES (R14-2-403.B)
21 *** MONTHS OFF SYSTEM TIMES MINIMUM (R14-2-403.D)
22 IN ADDITION To THE COLLECTION oF REGULAR RATES, THE ullLrry WILL COLLECT FROM
23 ITS CUSTOMERS A PROPORTIONATE SHARE oF ANY PRIWLEGE, SALES, USE, AND FRANCHISE
24 TAX. PER COMMISSION RULE (14-2-409.D 5)
25 ALL ADVANCES AND/OR CONTRIBUTIONS ARE To INCLUDE LABOR, MATERIALS, OVERHEADS,
26 AND ALL APPLICABLE TAXES, INCLUDING ALL GROSS-UP TAXES FOR INCOME TAXES.
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42

* *
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Arizona American - Tubac Water Exhibit
Rebuttal Schedule G-7
Page z
Witness: Kozo ran

Test Year Ended December 31, 2001
COMMODITY .. DEMAND MErHoo FUNCTION FACTORS

Plant and Depreciation Expense Allocations

Description Tota I Demand Commodity
0.90 0.10
0.90 0.10
0.90 0.10

Customer

0.25

1.00
1.00
1.00
1.00
0.75

1.00
0.75

Wells
Pumps & Equipment
Distribution Mains
Customer
Services
Meters
Fire Hydrants
Transportation Equip.
Office Furniture
Communication Equip.

1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00 0.25

To Approximately Match Acc Staff Proposed Rates for 5/8 Inch Meter
Demand and Commodity Allocation to Wells, Pumps and Equipment and
Distribution Mains would need to be changed to approximately match
Acc Staffls proposed monthly minimums and commodity rates. The

match would be Acc Staff's Proposed Rates to Computed Monthly
Minimum and Commodity rate WITHOUT Equity returns and
Income Taxes. Match would be based on cost only.

I
I
I
I
I
I
I
I
I
I
I
I
I

Line

No.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

Description
Wells
Pumps & Equipment
Distribution Mains

Required Allocations:
Total Demand C0mmodiw

1.00 0.13 0.87
1.00 0.13 0.87
1.00 0.13 0.87

Customer

I
I
I
I
I



I
I

Arizona American - Tubac Water

I Test Year Ended December 31, 2001
Cost of Service Study, Using Commodity Demand Method

DEVELOPMENT oF ALLOCATION FACTORS

Exhibit
Rebuttal Schedule 7
Page 2a
Witness: Kozo ran

I
Labor Allocation Factors
Pumping Labor
Meter Labor
Customer Labor

59.01%
7.20%

33.80°/o
100.00%

I
I
I

Repairs and Maintenance Allocation Factors
Repairs and Maintenance Demand
Repairs and Maintenance Pumping
Repairs and Maintenance Mains
Repairs and Maintenance Services
Repairs and Maintenance Meters
Repairs and Maintenance Customer

0.00%
67.92°/o
8.90%

19.57%
3.61°/0
0.00%

100.00%

I Computations shown on this work sheet are from page labeled aTrial Balance in this work book.
Allocation percentage were computed based on Expenses charged by Citizens Utilities and
are then applied to proforma amounts.I

I
I

I
I
I
I
I
I



Arizona American - Tubac Water Exhibit
Rebuttal Schedule 7
Page 3
Witness: Kozo ran

Test Year Ended December 31, 2001
Cost of Service Study, Using Commodity Demand Method

DEVELOPMENT oF CLASS ALLOCATION FACTORS

COMMODITY ALLOCATION FACTOR DEMAND ALLOCATION

(a)
Number

of Meters
and/or
Services

457

(a)
Total Gallons
(in 1,000'S)
In Test Year

69,554

5,897
1,327
4,210

320

29
3
3
2

Meter
Size

5/8" X 3/4
3/4"

1~1/2"

10"
Totals

Equiv-
alent

Weight
1.0
1.5
2.5
5.0
8.0

16.0
25.0
50.0
80.0

160.0

FACTOR

Equivalent
Number

of Meters
and/or

Services
457

0
73
15
24
32
0
0
0
0

601

Percent
of

Total
76. 10%
0.00%

12.07%
2.50°/o
4.00%
5.33°/o
0.00°/o
0.00%
0.00%
0.00%

100.00%

Meter Size
5/8" X 3/4"

3/4"

1-1/2"

Totals

Percent
of

Total
85.54%
0.00°/o
7.25%
1 .63%
5. 18%
0.39%
0.00%
0.00%

0.000%
0.000%

. 100.00% 49481,308
|

CUSTOMER ALLOCATION FACTOR SERVICES ALLOCATION FACTOR (b)

Meter
Size

5/8" X 3/4"
3/4"

1-1/2"

10"
Totals

Number
of Meters

457
0

29
3
3
2
0
0
0
0

494

Percent
of

Total
92.51%

0.00%
5.87%
0.61%
0.61%
0.40%
0.00%
0.00%
0.00%
0.00%

100.00%

Meter
Size

5/8" x 3/4
3/4"

1-1/2"

10"
Totals

Number

of
Services

457
0

29
3
3
2
0
0
0
0

494

$

Install-
ation
COSt
355.00
355.00
405.00
435.00
565.00
750.00

1,090.00
1,600.00
1,600.00
1,600.00

Weighted
Number
Sewages
162,235

0
11,745
1,305
1,695
1,500

0
0
0
0

178,480

Percent
of

Total
90.90%
0.00%
6.58%
0.73%
0.95%
0.84%
0.00%
0.00%
0.00%
0.00%

100.00%
r

METER ALLOCATION FACTOR (b)

I
I
I
I
I
I
I
I
I
I
I
I
I|

I
I
I
I
I

Meter Number
Size of Meters

5/8" x 3/4" 457 $
3/4" 0
1" 29

1-1/2" 3
2" 3
3 Vu 2
4" 0
6" 0
8" 0
10" 0

Totals . 494
(a) Includes customer and gallon sold annualization
(b) Meter and Service Line cost from Arizona Corporation Commission Memo of April 23, 2002

from Marlin Scott, Jr.. Meter costs based on compound meters. Cost of service line and

Meter

Curst
105.00
105.00
215.00
425.00

1,615.00
2,170.00
3,095.00
6,070.00
6,070.00
6,070.00

Weighted
Dollars

of Meters
47,985

0
6,235
1,275
4,845
4,340

0
0
0
0

64,680

Percent
of

Total
74. 19%
0.00%
9.64%
1.97%
7.49%
6.71%
0.00%
0.00%
0.00%
0.00%

100.00%
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Ù
3 : .c
g 8 .§
u Z -E .c

2  U

f \ l ©< l '©9' \Df \ I \DO\ l -D
> E v n m o v o w m m w m

31

vt-°cr§du5d--ZI<dl<c5<1-Lnmuol.nl\l<rl.nl.nv-4n<rl\u1Lq°q
H m m

_82€03I938888§8
34585 mwrxonloov-ua'-uhm

E y e ;
8 2 ,,,.2

3 Lm' 45 ad m' at of Ni M Ni .-:

1-4 H inl
E

>8
q) . .

: d  3  m  8
:Q  3 ca 8
=69#
85 U) Q. 3 -sa-

G)X
' u
C

m .cQ U
ea-

o m m m m w n m m m
l \~1~.<cvz<:< :° :°e°Q
m m m co m m m 1119-1mm-eoommcoomos1-lv-1¢"ll.r1"i¢QI\

N N m m v o o oohU 4 4 8 4 4 4 9 4 4: huomhomnmv-en
* v-|N 1'W¢W

8 HN
ela-

8
.c .Q
229-u L-

Q.
¢:
m

q_)

g

f u

H mnaammhw""! .~.vz-*m°=z~Q~=avzn m \o n o l\ n ln »-u m

1-1

uammoo mooxom
° :°z°°v~3~z°°p=<1:3' °

8 v-lN¢d\mv-41
x..
8as2 .2

u
.59. £6-

c

E E L
'_,0'u'3
_5b e

u m z ; E "
o

Um

mvxm|-v
8
u
cu

i iM

n  n  m w mmmmmm
»f>.'\~.v>:1'w°Q'\<~s<c

. - ¢ n m ~ . o n o oH N W '|-
I

mqt
g|-
as
EoucH
'u
a
|-

'6
m

N cm*8 3333334828
"" o m o w

£14-
v-1 N M 41:

43:

. M u mE E8-'==rou DIUsa-

?8863'
: 9 °;
2 8

<l-E

8.

L0 oooooooaooooooooaoco
E xqsqsqsqvqsqsqrqsqsq
8 m m m gn mmmm m m1-cv-1v-tu-iv-1'-¢-4141-uv-4
8 en-

o
u.l
U
_c
u
3
>'2
l.u

25 sosowsosososososono
E "-1" -:" --e-:" -"1-e" -

2u.4,,.

Q)
Lro

88
§§3

33333

iii =338.9 o58 s
38884

5 3 8 2 8

88

U
la
U
_:
'U
3u
cH

G)m
: 5W D.

Cm 885

=8
2

Q_U¢n

8858
% v  9 3
*a 8 8

C
_QM

f: 8 8 6 5
q_zf,-;_¢U-3*-'*-'5*,1-32- C U Z ; 2 2 2 2 E ; _ C
" " ; . ¢ : " ' . : . ¢ : . ¢ : . : : . :X U N

c 4 s. as 35

c  2  2  z  2  2  . : :
u  8C »--4

I
I
I
I
I
I

89 9w8 m z 2,-,
£36 at =- - 6 '63 =-°wa2 6% "was mg

GJGJ <r GJGJGJGJ

R 6 2u " " ' . : . c . c . : . :
U U a u : x » E ' 5 n u u u u

Lnmv-1-1nmv-noonv-4 l_n¢'¢1,-4,-4(9fv'lq-\_g@,-4
. o H m ¢ m © n w m o H n m ¢ m © h m m o H8 Z°|"'N"79"~N\9|\WU'»-4»-¢»-4»-¢1-4»-41-4v-c»-|-4NN¢NNnNNNNNr*1rv'>

G)C



I
I
I
I

Q8-¢o$v-mooh o h h w auo o-4noo-'nv-com
oQHomn%mMNMM q- .m
v-i H

H
r\of̀
v-4
m

of of
o  N
"L Q
so o

Lm of q- Lm
Lm LD LD
m LD 4- of` ` ` `
o Lm Lm N
N of m Q-

v°4 M

4 g 4 4 4 ~ 4N .or~m1\\9
N N .

N
1-1
Lm̀

N

gr  1-4m
L i qam~a-us

of q- N mof m N  NN 1-1 ll\  `  `  `o q- u-1 o1-4 ll |\
v-4

LD

~_
N

o N
'E n_
m <1-
N <1-

m UP m N9m8 Q49183Lm 9 1-4 m m N 8 <-up so N \D l
a l 1-4

<rm
of\v-1

mm¢\ll\
qcqam

v-4 u: co Lm
ox H N 1-4
Q Q 1
»-4 m N of

1-4

up

N `

£19.

1-1
L o
N

ea-

I 21 m  ̀of dm Ni 05 g m`
H . 1-1

QJ N N v-4
U)

o oof 8 - co 1-1 8 upo M m9' m8 8 N o o of o
H of

v-1
M
o `
w

Ln so
m No 1-4_ `
m Go
Fl 1-4

A m l\ M
of N of N
of Ln LD N`  `  _  `~.-4 M \D v-4

m

LD

N `
| \

m
m_
<1-

49'

bim
*VoUP

Q-BQn 4-$o¢v1ua
"m o o m so n so g

m g t m w Q 3 `aw .v-IU'lmv-l m
° v - n v- "°

N
o
<1'̀
1-4

Lhl\<l-<r
q"-_mv-

v- of Lm ¢
w w N
et Q; "LQW' of m -4

w co

o f
N
m`
m

of
'.Q
M
v-i

I

cm
g

°? '3an >¢
23Eu*@

Ex: 5:

d50383
Q)
u H9-

n o t
m  ̀of ~  ̀,Q m' n  ̀g =r̀

\ D

Q
N

co mof m<- m`  `
9' w

v-l v-4 N C\v-1 m w |\
s q qN Q N v-1M v-

of w
o  N
¢~qlv-4
v-4 m
c o o

X
.Q
8

'u'§ 8.E ow w
OI l

r e
N
1-4

I

m

;\,'
N
u:c
_ J

co
w
E'
2U
Ù
m

Ew
a
Ù
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Arizona American - Tubac Water Exhibit
Rebuttal Schedule G-9
Page 1
Witness: Kozo ran

Test Year Ended December 31, 2001
Comparison of Acc staff Proposed Rates to Computed Rates from Cost of Service Study

to Computed Rates from Cost of Service Study wi thout Equity Return and Income Taxes

Computed Commodity Cost from Rebuttal Schedule G-8, Page 4a

Computed Demand Cost for 5/8 Inch Meter from Rebuttal Schedule G-8, Page 4a
Computed Customer Cost for 5/8 Inch Meter from Rebuttal Schedule G-8, Page 4a
Computed Service Line Cost for 5/8 Inch Meter from Rebuttal Schedule G-8, Page 4a
Computed Meter Cost for 5/8 Inch Meter from Rebuttal Schedule G-8, Page 4a
Computed Monthly Minimum Charge with zero gallons in minimum from Rebuttal Schedule G-8, Page 4a

$0.4574

$ 17.52
13.16

2.52
1.96

$ 35.15

Acc Staff Proposed Rates
$ 20.80

cm. 1 Col., 2 Col. 3 Col..4
(Col. 2+ 3)

Proposed Monthly Minimum for 5/8" Meter
Proposed Commodity Rate

0 to 4,000
4,001 to 100,000

Over 100,001
Col. 5 Col. 6 Col. 7

$ 1.81
$ 2.72
$ 3.26

Col. 8 COL 9
(COL 6 .+ 7 (COL 8-4)

I
Computed c
Return or In

Usage Usage
Commodity

Revenue

Total
Cost of
Service

$ 35.15
$ 35.61 $$0.4574

0.91
1.37
1.83
2.29
2.74
3.20
3.64
3.66
4.12
4.57
5.03
5.49
5.95
6.40
6.86
7.32
7.78
8.23
8.69
9.15
9.61

10.06
10.52
10.98
11.44
11.89
12.35
12.81
13.26
13.72

36.06
36.52
36.98
37.44
37,89
38.35
38.79
38.81
39.27
39.72
40.18
40.64
41.10
41.55
42.01
42.47
42.93
43.38
43.84
44.30
44.76
45.21
45.67
46.13
46.58
47.04
47.50
47.96
48.41
48.87

Usage

<-Level->

When

Revenues

Equal

Expenses

(No Rate

of Return

on

Equity

or Income

Taxes

Included)

1.81
3.62
5.43
7.24
9.96

12.68
15.40
17.99
18.12
20.84
23.56
26.28
29.00
31.72
34.44
37.16
39.88
42.60
45.32
48.04
50.76
53.48
56.20
58.92
61.64
64.36
67.08
69.80
72.52
75.24
77.96

Total
Revenue
$ 20.80

22.61
24.42
26.23
28.04
30.76
33.48
36.20
38.79
38.92
41,64
44.36
47.08
49.80
52.52
55.24
57.96
60.68
63.40
66.12
68.84
71.56
74.28
77.00
79.72
82.44
85.16
87.88
90.60
93.32
96.04
98.76

Recover
of Expenses

or,
(Lack of
Recovery)

$ (14.35)
(13.00)
(11.64)
(10.29)
(8.94)
(6.68)
(4.41)
(2.15)
0.00
0.11
2.37
4.64
6.90
9.16

11.42
13.69
15.95
18.21
20.47
22.74
25.00
27.26
29.52
31.79
34.05
36.31
38.58
40.84
43.10
45.36
47.63
49.89

Line

M
1

2

3

4

5

6

7

8

9

10

1 1

12

13

14

15

16

17

18

19

20

2 1

22

23

24

25

26

27

28

29

30

3 1

32

33

34

35

36

37

38

39

40

4 1

42

43

44

45

46

47

48

49

50

5 1

52

53

54

55

1,000
2,000
3,000
4,000
5,000
6,000
7,000

7,952
8,000
9,000

10,000
11,000
12,000
13,000
14,000
15,000
16,000
17,000
18,000
19,000
20,000
21,000
22,000
23,000
24,000
25,000
26,000
27,000
28,000
29,000
30,000

Average Usag
13,177

mosts,without Equity
come Taxes

Monthly
Minimum Commodity
Revenue Revenue
$ 35.15
$ 35.15

35.15
35.15
35.15
35.15
35.15
35.15
35.15
35.15
35.15
35.15
35.15
35.15
35.15
35.15
35.15
35.15
35.15
35.15
35.15
35.15
35.15
35.15
35.15
35.15
35.15
35.15
35.15
35.15
35.15
35.15

e
35.15 6.03 41,18

Monthly
Minimum
Revenue
$ 20.80

1,000 20.80
2,000 20.80
3,000 20.80
4,000 20.80
5,000 20.80
6,000 20.80
7,000 20.80

7,952 20.80
8,000 20.80
9,000 20.80

10,000 20.80
11,000 20.80
12,000 20.80
13,000 20.80
14,000 20.80
15,000 20.80
16,000 20.80
17,000 20.80
18,000 20.80
19,000 20.80
20,000 20.80
21,000 20.80
22,000 20.80
23,000 20.80
24,000 20.80
25,000 20.80
26,000 20.80
27,000 20.80
28,000 20.80
29,000 20.80
30,000 20.80

Average Usage
13,177 20.80 32.20 53.00 11.82



Arizona American - Tubac Water Exhibit
Rebuttal Schedule G-9
Page 2
Witness: Kozo ran

Test Year Ended December 31, 2001
Comparison of Acc Staff Proposed Rates to Computed Rates from Cost of Service Study
to Computed Rates from Cost of Service Study wi th Equity Return and Income Taxes

Line

M
Computed Commodity Cost from Rebuttal Schedule G-8, Page 4
Computed Demand Cost for 5/8 Inch Meter from Rebuttal Schedule G-8, Page 4
Computed Customer Cost for 5/8 Inch Meter from Rebuttal Schedule G-8, Page 4
Computed Service Line Cost for 5/8 Inch Meter from Rebuttal Schedule G-8, Page 4
Computed Meter Cost for 5/8 Inch Meter from Rebuttal Schedule G-8, Page 4
Computed Monthly Minimum Charge with zero gallons in minimum from Rebuttal Schedule G-8, Page 4

$0.5126
$ 23.70

13.68
2.51
4.33

$ 44122

$ 20.80

I

Acc Staff Proposed Rates
Proposed Monthly Minimum for 5/8" Meter
Proposed Commodity Rate

0 to 4,000
4,001 to 100,000

Over 100,001

$
$
$

1.81
2.72
3.26

c0~I. 1 Col. 2 Col. 3 Col. 4
(Col. 2+ 3)

Col. 5 Col. 6 col. 7 Col... 8

(col. 6 + 7

Commuted c
Return and

oats. with Euuitv

Usage Usaqe
Commodity

Revenue

Total
Cost of
Service

$ 44.22
$ 44.73 $

I

Income Taxes
Monthly

Minimum Commodity
Revenue Revenue
$ 44.22
$ 44.22

44.22
44.22
44.22
44.22
44.22
44.22
44.22
44.22
44.22
44.22
44.22
44.22
44.22
44.22
44.22
44.22
44.22
44.22
44.22
44.22
44.22
44.22
44.22
44.22
44.22
44.22
44.22
44.22

$0.5126
1.03
1.54
2.05
2.56
3.08
3.59
4.10
4.61
5.13
5.64
6.15
6.28
6.66
7.18
7.69
8.20
8.71
9.23
9.74

10.25
10.76
11.28
11.79
12.30
12.82
13.33
13.84
14.35

45.25
45.76
46.27
46.79
47.30
47.81
48.32
48,84
49.35
49.86
50.37
50.51
50.89
51.40
51.91
52.42
52.94
53.45
53.96
54.47
54.99
55.50
56.01
56.52
57.04
57.55
58.06
58.58

Usage

<-Level->

When

Revenues

Equal

Expenses

and

Return

on Equity

and

Income

Taxes

1.81
3.62
5.43
7.24
9.96

12.68
15.40
18.12
20.84
23.56
26.28
29.00
29.71
31.72
34.44
37.16
39.88
42.60
45.32
48.04
50.76
53.48
56.20
58.92
61.64
64.36
67.08
69.80
72.52

Total
Revenue
$ 20.80

22.61
24.42
26.23
28.04
30.76
33.48
36.20
38.92
41.64
44.36
47.08
49.80
50.51
52.52
55.24
57.96
60.68
63.40
66.12
68.84
71.56
74.28
77.00
79.72
82.44
85.16
87.88
90.60
93.32

Col. 9
(Col, 8-4)
Recovery

of Expenses
Rate of

Return &
Income Tax
or (Lack of
Recovery)

$ (23.42)
(22.12)
(20.83)
(19.53)
(18.23)
(16.03)
(13.82)
(11.61)
(9.40)
(7.20)
(4.99)
(2.78)
(0.57)
0.00
1.63
3.84
6.05
8.26

10.46
12.67
14.88
17.09
19.29
21.50
23.71
25.92
28.12
30.33
32.54
34.74

geI

1

2

3

4

5

6

7

8

9

10

11

12
13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

39

40

41

42

43

44

45

46

47

48

49

50

51

52

53

54

55

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
11,000
12,000

12,260
13,000
14,000
15,000
16,000
17,000
18,000
19,000
20,000
21,000
22,000
23,000
24,000
25,000
26,000
27,000
28,000

Average Usa
13,177 $ 44.22 $ 6.75 $ 50.98

Monthly
Minimum
Revenue
$ 20.80

1,000 20.80
2,000 20.80
3,000 20.80
4,000 20.80
5,000 20.80
6,000 20.80
7,000 20.80
8,000 20.80
9,000 20.80

10,000 20.80
11,000 20.80
12,000 20.80

12,260 20.80
13,000 20.80
14,000 20.80
15,000 20.80
16,000 20.80
17,000 20.80
18,000 20.80
19,000 20.80
20,000 20.80
21,000 20.80
22,000 20.80
23,000 20.80
24,000 20.80
25,000 20.80
26,000 20.80
27,000 20.80
28,000 20.80

Average Usage
13,177 $ 20.80 $ 32.20 $ 53.00 $ 2.02
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I
Arizona American - Tubac

Changes in Representative Rate Schedules
Test Year Ended December 31, 2001

Exhibit
Rebuttal Schedule H-3
Page 1
Witness: Kozo ran

I
|

Customer Classification
and Meter Size

Present
Rates

Proposed
Rates

Percent
Chanqe

Percentage Increase in Monthly Minimums
Percentage Increase in Commodity Rates

I

Monthly Usage Charge for:
Residential,CommerciaI
5/8 x 3/4 Inch (a)
3/4 Inch (a)
1 Inch
1 1/2 Inch
2 Inch
3 Inch
4 Inch
6 Inch
8 Inch

$ 15.35 $
15.35
23.00
46.00
76.00
90.00

132.00
180.00

N/A

26.74
26.74
40.07
80.14

132.41
156.81
229.98
313.61

2,674.00

74.20%
74.20%
74.22%
74.22%
74.22%
74.23%
74.23%
74.23%I

Gallons In Minimum
All

I 8,000 8,000

999,999,999 999,999,999

999,999,999 999,999,999

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33

Tier 1: Gallons upper limit
All
Tier 2: (Gallon upper limit, up to, but not exceeding)
All
Tier 3: (Gallon over)
All
Commodity Rates (per 1,000 gallons over minimum and/or per Tier)
All (a) Tier 1
All (a) Tier 2
All (a) Tier 3
All (a) 'Her 4

$ 1.66
2.04
2.04

$ 2.89
3.55
3.55

74. 10°/o
74.02%
74.02%

I
I

(a) Rounded to nearest whole cent
In addition to above rates, Company will also collect groundwater withdrawal assessment.

I



Arizona American - Tubac
Changes in Representative Rate Schedules

Test Year Ended December 31, 2001

Exhibit
Rebuttal Schedule H-3
Page 2
Witness: Kozo ran

I
I
I
I
I

Present
Rates

$ 30.00
$ 40.00

Proposed
Rates

$ 30.00
$ 40.00

$ 10.00 $ 10.00

I
I
I

$ 10.00 $ 10.00

$ 5.00 5.00

I
I
I
I
I

Present
Service
Installer

Charges
Charges
son of

I
I
I

Line
No. Other Service Charges

1 Establishment
2 Establishment (After Hours)
3 Reconnection (Deliquent)
4 Reconnection (After Hours)
5 Meter Test
6 Deposit
7 Deposit Interest
8 Re-Establishment (With-in 12 Months)
9
10 NSF Check
11 Deferred Payment, Per Month (b)
12 Meter Re-Read
13 Charge of Moving Customer Meter -
14 Customer Requested Cost Cost
15 Late Payment Charge, greater of 1.50% or $ 5.00 $ 5.00 (1)
16 Damages to Meter Locks, Valves, Seals Cost Cost (2)
17 Sprinklers (a) (a)
18 (1) Greater of 1.50% or $5.00 Present Rates or 1.5% or $10.00 Proposed Rates.
19 (2) $40.00 plus actual cost of making repairs.
20 ** PER COMMISSION RULES (R14-2-403.B)
21 *** MONTHS OFF SYSTEM TIMES MINIMUM (R14-2-403.D)
22 IN ADDITION To THE COLLECTION oF REGULAR RATES, THE UTILITY WILL COLLECT FROM
23 ITS CUSTOMERS A PROPORTIONATE SHARE oF ANY PRNILEGE, SALES, USE, AND FRANCHISE
24 TAX. PER COMMISSION RULE (14-2-409.D 5)
25 ALL ADVANCES AND/OR CONTRIBUTIONS ARE To INCLUDE LABOR, MATERIALS, OVERHEADS,
26 AND ALL APPLICABLE TAxEs, INCLUDING ALL GROSS-UP TAXES FOR INCOME TAXES.
27 (a) 1.00% of the monthly minimum for a comparable sized meter connection, but no less than $5
28 per month.
29
30
31
32 Meter Size
33 5/8 x 3/4 Inch
34 3 / 4 Inch
35 1 Inch
36 1 1/2 Inch
37 2 Inch
38 3 Inch
39 4 Inch
40 6 Inch
41 8 Inch
42 Meters Larger than 8"
43
44 Company will not accept applications for 3/4" meters after May 1, 1997. Meter Size is obsolete.
45
46 As meters and service lines are now taxable income for income purposes, The Company
47 shall collect income taxes on the meter and service line charges.
48 Any tax collected will be refunded each year that the meter deposit is refunded.

Ser. Line
$255.00
$255.00
$275.00
$290.00
$315.00

Cost
Cost
Cost
Cost
Cost

Meter
$ 65.00
$ 105.00
$ 145.00
$345.00
$775.00

Cost
Cost
Cost
Cost
Cost

Proposed
Charqes

$500
$575
$600
$900

$2,220
Cost
Cost
Cost
Cost
Cost



I
I

I

I.:

§"6
v
o .

v 88888
a s 499484-»¢\ov'ooo
8 vo. ac

|\ m o |\ o 8 8 8 8 8 8o of o 1-1 N I\1-1 |\ v'4 of M |\
of N *I-4 m o o

8o
QoQ
1-4

mU\\""lO\CI4l\m' r~1c\onm:ON v-|n 1-4

- M-»-4
EW.;

Nm|\ 8
£4,8

>
o

w
'T'
21: Cu: ro

Eo
8¥
8G)..._ :

.c .Q mg

3
'U
o

. c
um

9: 8 v-4
.a <u

w
135 m 8 3

5 g o
38313
8 a ?

8 8 2 2 8 8
3 9 4 9 9 4

P P  v  o  o  Q
>
qt¢

o o o o o o
1-||\v-|OOmO
Wnv-4f"»Ov-4

EE'
' u8 'uQ<

oo1-1

m

ET

N m N <r mN 1-1 m
m S o>m

o E
1-4 N of m oo  o  o  o  o

888888o m \ ¢ 8 o
QQQ-~ _Qo o o o o o<r<:-<1-<1-wr

m
"2OFm

8 8 8 8 8 8l"')lhOv-l¢9l\
°:<1z°IQQ°zch cn ow o o owm m m wr vr m

8m
I-n_oxm

u 88888
c

2 v<:'¢<1-<I-
a . u1

E oz
IE 3,
4-1 E
E

88
38

E*g 8
3 £2u q)

E

8 18'

LI
Lm of N m Nl\ m o RO o°l "fl aD xo Lm
LD q-

5; 8 "8 8 91-1 r\ 1-1 of m
of N F'4 M

I
Ln
"1
ox
cm

Lm of o 1-1 omq- q- of N mN H vs m m
Lm
m
~=:
O1-1

I. an
=~ :

m
8 = "

£19- £8

I
I
I
I
I
I

v-4 of © Lm 1-4 HN m Lm N m m
of mm M 1-1 NN H

v-I<1-oò
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I
Arizona American - Tubac Exhibit

Rebuttal Schedule H-3
Page 1
Witness: Kozo ran

Changes in Representative Rate Schedules
Test Year Ended December 31, 2001

Step-one Rate Increase

Customer Classification
and Meter Size

Present
Rates

Proposed
Rates

Percent
Change

Percentage Increase in Monthly Minimums
Percentage Increase in Commodity Rates

Monthly Usage Charge for:
Residential,GommerciaI
5/8 x 3/4 Inch
3/4 Inch
1 Inch
1 1/2 Inch
2 Inch
3 Inch
4 Inch
6 Inch

$ 15.35 $
15.35
23.00
46.00
76.00
90.00

132.00
180.00

N/A

21.49
21.49
32.20
64.40

106.40
126.00
184.80
252.00

2,149.00

40.00%
40.00%
40.00%
40.00%
40.00%
40.00%
40.00%
40.00%I

I Gallons In Minimum
All

8,000 8,000

999,999,999 999,999,999

999,999,999 999,999,999

Tier 1: Gallons upper limit
All
Tier 2: (Gallon upper limit, up to, but not exceeding)
All
Tier 3: (Gallon over)
All
Commodity Rates (per 1,000 gallons over minimum and Der Tier)
All (a) Tier 1
All (a) Tier 2
All (a) Tier 3
All (a) Tier 4

$ 1.66
2.04
2.04
2.04

$ 2.32
2.86
2.86
2.86

39.76%
40.20%
40.20%
40.20%I

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33

(a) Rounded to nearest whole cent
In addition to above rates, Company will also collect groundwater withdrawal assessment.

I
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Arizona American - Tubac
Changes in Representative Rate Schedules

Test Year Ended December 31, 2001
Step-One Rate Increase

Exhibit
Schedule H-3
Page 2
Witness: Kozo ran

Line

No.

Present
Rates

$ 30.00
$ 40.00

Proposed

Rates
$ 30.00
$ 40.00

Other Service Charges
Establishment
Establishment (After Hours)
Reconnection (Deliquent)
Reconnection (After Hours)
Meter Test
Deposit
Deposit Interest
Re-Establishment (With-in 12 Months)

$ 10.00 $ 10.00
* *
xx

xxx

NSF Check

Deferred Payment, Per Month (b)
Meter Re-Read
Charge of Moving Customer Meter -

Customer Requested Cost Cost
Late Payment Charge, greater of 1.50% or $ 5.00 $ 5.00 (1)

Damages to Meter Locl<s, Valves, Seals Cost Cost (2)
Sprinklers (al (a)

(1) Greater of 1.50% or $5.00 Present Rates or 1.5% or $10.00 Proposed Rates.
(2) $40.00 plus actual cost of making repairs.
*x PER COMMISSION RULES (R14-2-403.B)
*xx MONTHS OFF SYSTEM TIMES MINIMUM (R14-2-403.D)
IN ADDITION To THE COLLECTION oF REGULAR RATES, THE UTILITY WILL COLLECT FROM
ITS CUSTOMERS A PROPORTIONATE SHARE OF ANY PR1V1LEGE, SALES, USE, AND FRANCHISE

TAX. PER COMMISSION RULE (14-2-409.D 5)
ALL ADVANCES AND/OR CONTRIBUTIONS ARE To INCLUDE LABOR, MATERIALS, OVERHEADS,

AND ALL APPLICABLE TAXES, INCLUDING ALL GROSS-UP TAXES FOR INCOME TAXES.
(a) 1.00% of the monthly minimum for a comparable sized meter connection, but no less than $5 per month

Present Charqes
Service Charges

Installation of

$ 10.00 $ 10.00

$ 5.00 5.00

Meter Size
5/8 x 3/4 Inch
3 /4 Inch
1 Inch
1 1/2 Inch
2 Inch
3 Inch
4 Inch
6 Inch
8 Inch
Meters Larger than 8"

Ser. Line
$255.00
$255.00
$275.00
$290.00
$315.00

Cost
Cost
Cost
Cost
Cost

Meter
$ 65.00
$105.00
$145.00
$345.00
$775.00

Cost
COSt
COSt
Cost
Cost

Proposed
Charges

$500
$575

$600

$900
$2,220

C09

(Xxx
Cost

Cost

Cost

1
2

3
4

5
6
7

8

g
10

11
12
13
14

15
16
17
18

19

20
21

22
23

24
25

26
27
28
29

30

31

32
33

34
35

36
37

38
39
40

41

42
43

44
45

46
47

Company will not accept applications for 3/4" meters after May 1, 1997. Meter Size is obsolete.

As meters and service lines are now taxable income for income purposes, The Company
shall collect income taxes on the meter and service line charges.
Any tax collected will be refunded each year that the meter deposit is refunded.

I
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2 Jay L. Shapiro

3

4 Attorneys for Arizona-American
Inc.

5

FENNEMORE CRAIG
Noonan D. James (No. 006901)

in<>. 014650)
3003 N. Centro Avenue
Suite 2600
Phoenix, Arizona 85012

l Water Company,

6 BEFORE THE ARIZONA CORPORATION COMMISSION

I
DOCKET no. WS-01303A-02-0867

DOCKET NO. WS-01303A-02-0868

7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

l IN THE MATTER OF THE
APPLICATION OF ARIZONA-
AMERICAN WATER COMPANY, AN
ARIZONA CORPORATION, FOR A
DETERMINATION OF THE CURRENT
FAIR VALUE OF ITS UTILITY PLANT
AND PROPERTY AND FOR
INCREASES IN ITS RATES AND
CHARGES BASED THEREON FOR
UTILITY SERVICE BY ITS SUN CITY
WEST WATER AND WASTEWATER
DISTRICTS.
IN THE MATTER OF THE
APPLICATION OF ARIZONA-
AMERICAN WATER COMPANY, INC.,
AN ARIZONA CORPORATION, FOR A
DETERMINATION OF THE CURRENT
FAIR VALUE OF ITS UTILITY PLANT
AND PROPERTY AND FOR
INCREASES IN ITS RATES AND
CHARGES BASED THEREON FOR
UTILITY SERVICE BY ITS SUN CITY
WATER AND WASTEWATER
DISTRICTS.
IN THE MATTER OF THE
APPLICATION OF ARIZONA-
AMERICAN WATER COMPANY, AN
ARIZONA CORPORATION, FOR A
DETERMINATION OF THE CURRENT
FAIR VALUE OF ITS UTILITY PLANT
AND PROPERTY AND FOR
INCREASES IN ITS RATES AND
CHARGES BASED THEREON FOR
UTILITY SERVICE BY ITS MOHAVE
WATER AND HAVASU WATER
DISTRICTS.

DOCKET NO. W-01303A_-2-0869

26

FENNEMORE CRAIG
A PROFESSIONAL CORYORATION

PHOENIX
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IN THE MATTER OF THE
APPLICATION OF ARIZONA-
AMERICAN WATER COMPANY, AN
ARIZONA CORPORATION, FOR A
DETERMINATION OF THE CURRENT
FAIR VALUE OF ITS UTILITY PLANT
AND PROPERTY AND FOR
INCREASES IN ITS RATES AND
CHARGES BASED THEREON FOR
UTILITY SERVICE BY ITS ANTHEM
WATER, AGUA FRIA WATER AND
ANTHEM/AGUA FRIA WASTEWATER
DISTRICTS.
IN THE MATTER OF THE
APPLICATION OF ARIZONA-
AMERICAN WATER COMPANY, AN
ARIZONA CORPOR.ATION, FOR A
DETERMINATION OF THE CURRENT
FAIR VALUE OF ITS UTILITY PLANT
AND PROPERTY AND FOR
INCREASES IN ITS RATES AND
CHARGES BASED THEREON FOR
UTILITY SERVICE BY ITS TUBAC
WATER DISTRICT.

I
DOCKET NO. WS-01303A-02-0870

I
I

I
I

DOCKET NO. W-01303A-02-0908
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I
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Q~

INTRODUCTION

PLEASE STATE YOUR NAME AND ADDRESS?

I Ronald L. Kozo ran. 1605 W. Mulberry Drive, Phoenix, AZ 85015.

Q. HAVE YOU PREVIOUSLY SUBMITTED DIRECT AND REBUTTAL

TESTIMONY IN THE INSTANT CASE?

Yes, I have.

Q~ WHAT is THE PURPOSE OF THIS TESTIMONY?

I I will provide red binder testimony in response to the surrebuttal filings by Staff and

RUCO, and the Town of Youngtownl More specifically, my rejoinder testimony

relates to rate design and the proposed new rates needed for Arizona-American to

recover its revenue requirement.

HAVE YOU PREPARED ANY REJOINDER SCHEDULES?

I
Yes. I have prepared Rejoinder Schedules labeled as H and G. Additionally I

have prepared Rejoinder Schedules 1, and 2.

SUMMARY OF THE COMPANY'S REJOINDER REVENUES

WHAT Is THE COMPANY'S PROPOSED REVENUE REQUIREMENT

AND RATE INCREASE IN THE INSTANT CASE?

The currently requested revenue requirement and revenue increase for each water

and wastewater district in the instant case are as follows:I
I
I

Compaq 's
Rejoined>er
Revenue

Requirement
Revenue
Increase

Percent
Increase

Agua Fria

Anthem Water

$ 6,245,839

$ 3,993,599

s 62,372

s (12,809)

1.01%

28.12%

1 I.

2

3 A.

4

5

6 A.

7

8 A.

9

10

11

12 Q.

13 A.

14

15 111.

16 IQ.

17

18 A.

19

20

21

22

23

24

25
1 Where appropriate I will use the same abbreviations and conventions that were utilized
in my direct testimony.26I

I
I
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I
I
I
I
I

Anthem/Agua
Fda Wastewater $ 2,174,607 $ 311,419

Havasu Water $ 564,857 $ 123,933

Mohave Water $ 4,536,477 $ 142,344

Sun City Water S 10,633,139 $4,453,775

Sun City Wastewater S 5,348,741 $ 260,879

Sun City West Water SS 4,522,479 $1,156,931

Sun City West Wastewater $ 5,096,784 $1,565,307

Tubae Water $ 435,744 $ 181 ,931

16.71%

28.11%

3.24%

72.07%

5.13%

34.38%

44.32%

71.68%

HOW THE REQUESTED INCREASES ALLOCATED?

I
I

The Company continues to maintain that rate increases should be allocated

proportionately to all customers according to the same cost-of-service based

allocation methodology employed by the Commission when the current rates were

established.

Q. DOES THE COMPANY STILL PROPOSE A TWO-YEAR PHASE-IN FOR

THOSE DISTRICTS FOR WHICH THE RATE INCREASE Is GREATER

THAN 40 PERCENT?

Yes, but only where the rate increase is greater than 40 percent. These districts are

Sun City Water, Sun City West Wastewater, and Tubae.

I
I
I

1

2

3

4

5

6

7

8

9

10

11 Q.

12 A .

13

14

15

16

17

18

19 -A.

20

21

22

23

24 IA.

25

26

111.

Q-

PROPOSED RATES AND RATE DESIGN

WHAT REVENUES ARE BEING PROPOSED BY EACH OF THE

PARTIES?

Rejoinder Schedule 1, attached to this testimony, contains the comparable revenue

proposals for the Company, Staff and RUCO. On the first page is a summary of

the proposed rate increases or decreases. Each of these party's proposed rates are

I
I

-2-



I
I
I
I

shown beginning on the second page of the schedule. The rates listed on pages 2

through 11 for the Staff are the rates that Staff testif ied to in it direct f iling.

Although Staff revenue requirement changed in its surrebuttal testimony, new rates

were not proposed.

HAVE you INCLUDED THE C()MPANY'S PROPOSED REJOINDER

RATES TO BE CHARGED CUSTOMERS IN THE INSTANT CASE ON

SEPARATE REJOINDER SCHEDULES FOR EACH DIVISION?

I
I

Yes, the Company's proposed rejoinder revenues by meter sizes, a bill comparison

of present and presently proposed rates based on average usage are labeled, and the

monthly minimum rates and commodity rates are contained on Rej binder

Schedules H-1, H-2, and H-3 respectively for each district.

REJOINDER TO RUCO

DOES THE COMPANY AGREE WITH THE RATES PROPOSED BY

I
I
I
I
I

1

2

3

4

5 Q.

6

7

8 A.

9

10

11

12 Iv.

13 Q.

14

15 A.

16

17

18

19

20

21

22

23

24

25 Q-

26

RUCO?

No. The Company does not agree with RUCO's revenue requirement, and

therefore does not agree with RUCO's proposed rates. However, in its surrebuttal

testimony, RUCO now proposes rate increases and decreases allocated essentially

evenly across the meter sizes and customer classes, for all districts. The monthly

meter charge and commodity rate are increased or decreased based on the change

in the revenue requirement. This is the same method used by the Company to

allocate its proposed rate increases. The Company does agree with that

methodology. However, Staff does not.

RUCO continues to propose to reduce any gallons included in the monthly

minimum to zero for the Havasu and Mohave Water Divisions.

I
I

DO RUCO'S PROPOSED RATES FOR THE HAVASU AND MOHAVE

WATER DISTRICTS MATCH THE REVENUE REQUIREMENT FOR

-3_
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I
I
I
I

I
I

THESE DISTRICTS?

No. A review of RUCO Surrebuttal Schedule TJC-16 (Proof of Revenues for the

Havasu and Mohave districts) discloses the problem. The RUCO witness is

multiplying RUCO's proposed monthly minimums by the number of annualized

bills for the Residential Multi-Family and Commercial Multi-Unit classes.

However, the computation should include a multiplication of the number of units

billed for each Residential Multi-Family and Commercial Multi-Unit customer.

Thus, if 10 units are served by one meter, you need to multiply the number of bills

for this meter by 10 times, and then multiply the result by the monthly minimum.

Therefore, RUCO's proposed rates produce more revenue than listed on

Surrebuttal Schedule TJC- 16.

I REJOINDER TO STAFF

WOULD YOU PLEASE ADDRESS THE ACC STAFF'S PROPOSED RATE

I
I
I
I |.

I
I
I

1

2 A.

3
4

5

6

7

8

9

10

11

12 v .

13 Q-

14

15 A.

16

17

18

19

20

21

22

23

24

25

26

DESIGN?

The Staff's proposed rates are premised on a rate design that has numerous risks

associated with it and cannot be supported by the cost of service studies submitted

with my rebuttal testimony. I discussed these risks at length in my rebuttal

testimony andStaffhas largely ignored them.

The basic problem with what Staff is proposing is that it is based entirely on

speculation, as opposed to being cost justified. Staff continues to recommend the

same three-tier inverted block rate structure for all Company water distn'cts, with

breakpoints at 4,000 gallons per month and at 100,000 gallons per month. There is

no evidence that this generic rate design will promote efficient water use. Instead,

all customers using less than 100,000 gallons per month are unaffected by Staff" s

upper tier, while receiving water at a discount in the lowest tier, The subsidy

created by the lowest tier rate - the "lifeline rate" - must be recovered by chargingI
I

-4..
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I

I
I
I
I
I

a premium to the small number of customers (i.e., commercial customers on larger

size meters). This is an illogical rate design, which sends the wrong price signal to

the vast majority of customers.

Mr. Rogers, in his surrebuttal testimony, fails to provide any evidence to

support this radical change in rate design. Instead, he simply argues that "high

volume" users should be charged more. (Rogers Surrebuttal at 6.) This is

unsupported and is not consistent with basic cost of service principles. Is a

hospital, a school or a business that uses 200,000 gallons of water a month a

greater "cost causer," to use Mr. Rogers' terminology, than 10 customers on 5/8

inch meters using 20,000 gallons per month? Or that the hospital's water use is

less efficient than a residential customer using 40,000 gallons per month? The

simple fact is that Staff's rate design is intended to shift the recovery of revenues

to larger size meters, in violation of cost of service principles, and not to achieve

conservation or any other societal goals.

I
PLEASE DISCUSS ACC STAFF'S SURREBUTTAL TESTIMONY

CONCERNING THE COST OF SERVICE STUDIES YOU SUBMITTED

ALONG WITH YOUR REBUTTAL TESTIMONY.I
I
I
I
I

1

2

3

4

5
6 .

7

8

9

10

11

12

13 I

14

15 Q.

16

17

18  IA .

19

20

21

22

23

24

25

26

Staff witness Marlin Scott states on page 7 that the cost allocations I used appear

to be reasonable. He also testifies that the Company's cost of service studies could

be considered and used as a guide for rate design in this proceeding, but only as

one element that could be considered in addressing rate design issues. He does

indicate that he was not able to do a full review of the cost of service studies, and

therefore he does not have a complete understanding of how the cost of service

studies were "set  up" and how they "worked." Scott Surrebuttal at 7.

Additionally, he only reviewed Schedules G-1 through G-7, and did not review

G-8 and G-9.I
I I
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I

I

Staff witness Denllis Rogers testifies that he performed a "cursory review"

of the cost of service studies. (Rogers Surrebuttal at 2.) He testifies that the

Schedules G-1 through G-7 are normally part of a cost of service study. However,

he considers Schedules G-8 and G-9 to be supplemental information that is not an

integral part of a cost of service study. I will first address the issue relating to

Schedule G-8 and G-9 being supplemental information and Mr. Rogers' statement

that are not an integral part of the cost of service study. I will then address specific

issues raised by Mr. Rogers with the cost of service study. Finally I will provide

rejoinder to Mr. Rogers' other surrebuttal testimony.

I WHY Is SCHEDULE G-8 IMPORTANT TO YOUR COST OF SERVICE

STUDIES?

I
I

I
I
I

1

2

3

4

5

6

7

8

9

10 Q.

11

12 A.

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Schedule G-8 computes the revenue requirement for each function of the cost of

service study, which are customer, meter, service, demand and commodity. The

revenue requirement for each Eunction includes the return on the assets assigned to

the function's rate base, income taxes and expenses associated with the each

function. Without Schedule G-8, the reader of the cost of service study has no

guidance concerning the total revenue requirement to assign to each inunction. In

addition to the computations on revenue requirement by function on Schedule G-8,

there are computations that break down the revenue requirement into costs per

meter size and/or gallons.

If only schedules G-1 through G-7 were included, there would no guidance

concerning the monthly minimum charges, and what should be charged as the

commodity rates. Schedules G-1 and G-2 contain the rate of return by customer

class, in this case, by meter size at present and proposed rates, respectively.

Without Schedule G-8, in order to test the reasonableness of the proposed rates,

you would have to keep changing the monthly minimums and the commodity ratesI

_6-
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I
I DID INCLUDE IN OF

I

I
I
I
I

I

I
I

1

2

3 Q.

4

5 A .

6

7

8

9

10 Q.

11

12 A .

13

14

15

16

17

18

19

20

21

22

23

24

25

26

and input them into Schedule G-2 to determine if the rates of return are reasonable

at proposed rates .

WHY YOU SCHEDULE G-9 YOUR COST

SERVICE STUDIES?

Schedule G-9 does contain supplemental information. The purpose of this

schedule was to determine whether the rates proposed by Staff recovered the costs,

the rate of return and income taxes at various usage levels. Given the magnitude

of Staffs proposed changes to the rate design for each district, this information is

certainly relevant and important to consider.

WHAT DO YOUR G-9 SCHEDULES SHOW REGARDING STAFF'S NEW

RATE DESIGN?

The G-9 Schedules clearly show that the Staffs monthly minimum and commodity

rates for the first 4,000 gallons of usage do not recover the expenses related to

providing the first 4,000 gallons of water. Additionally, these schedules show that

based on average usage by residential customers, Staffs proposed rates do not

recover the costs, the rate of return, and income taxes. For the Company to

actually recover its costs, the rate of return and income taxes, residential customers

would have to use substantially higher quantities of water.

As an example, for the Havasu water district, residential customers would

have to use twice the test year average usage before the Company actually

recovered its costs, the rate of rerun, and income taxes. For the Agua Fria and

Sun City water districts, residential customers would have to use 171% and 183%

of the test year average usage, respectively, for the Company to recover its costs,

the rate of return, and income taxes. Considering that the Company's residential

customers represent 88% of the customer base at Sun City, and over 90% of the

customer base at the other water districts, it is obvious that Staffs proposed rateI
I
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I

I
I

design deviates dramatically from cost-based rates. Put simply, Staffs proposed

rate design would create a substantial subsidy, which would be provided to all

residential customers that use the average monthly usage or less. Pricing water

substantially below cost does not encourage conservation.

CLAIMS

COSTS

"CAUSATION."

Mr. Rogers makes that claim on page 3 of his surrebuttal testimony. However, it

makes no sense, given that Staff has not prepared a cost of service study to support

its new rate design and, therefore, Mr. Rogers does not know how costs should be

allocated or how revenue should be recovered. He simply assumes, with no

supporting evidence, that large water users should pay higher rates.

MR. ROGERS

ALLOCATE

THAT YOUR RATE DESIGN FAILS To

TO CUSTOMERS BASED ON THEIR

I
W OULD YOU PLEASE ADDRESS MR.  ROGERS'  TESTIMONY THAT

INCLUDING DEMAND CHARGES IN THE MONTHLY MINIMUMS TO

BE CHARGED CUSTOMERS Is NOT CORRECT?

I

I

The method I used to compute the cost of service study is commonly known as the

commodity-demand method. Mr. Rogers would apparently prefer a cost of service

study that assigns all costs (other than customer, meter and service line) to the

commodity rate. I re-computed the cost of service study for each of the water

districts, and assigned all the demand costs to the commodity cost. These cost of

service studies are based on Staff revenues, expenses, plant and rate of return from

Staffs direct filing.

1

2

3

4

5 IQ-
6

7

8 A.

9

10

11

12

13 Q.

14

15

1 6  lA .

17

18

19

20

21

22

23  IQ .

24

25

26  IA .

WHY DID YOU USE THE INFORMATION FROM STAFF'S DIRECT

FILING TO RE-COMPUTE THE COST OF SERVICE STUDIES, AND

NOT THE INFORMATION FROM STAFF'S SURREBUTTAL FILING?

I I used Staffs direct filing amounts because, as I stated, Staff did not propose rates

_.8-
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I

I

in their surrebuttal filing. Given the illogical nature of Staffs rate design, I would

have had to speculate about what Staff would propose for rates to recover its

surrebuttal revenue requirement. Additionally, by using Staffs direct tiling, I can

better illustrate why Staffs surrebuttal testimony, and Staff proposed rate design

from Staff s direct filing, should be disregarded by the Commission.

PLEASE CONTINUE WITH YOUR TESTIMONY ON THE REVISIONS

TO THE COST OF SERVICE STUDIES.

I did not change the allocations on Schedule G-7, page 2. These allocations have

been used by Staff in past cases, and Mr. Scott agrees that they are reasonable.

What I changed was how I allocated the function cost on the Rejoinder Schedule

G-8. On Rejoinder Schedule G-8, I combined the commodity and demand costs

and divided by the gallons sold during the test year. The Rejoinder Schedule G-9

stil l shows that Staf fs proposed monthly minimum and Staf fs proposed

commodity rate for the first 4,000 gallons of use are not cost based. I am not

including all the pages from the rejoinder cost of service studies, only Schedule G-

8 and G-9, although these pages are available.

W OULD THE RATES OF RETURN AT PROPOSED RATES CHANGE

SIGNIFICANTLY IF YOU CHANGED ALLOCATION FACTORS ON

REBUTTAL SCHEDULE G-7, PAGE 2?

I

1

2

3

4

5

6 IQ.
7

8 A.

9

10

11

12

13

14

15

16

17 Q.

18

19

20 A.

21

22

23

24 '

25

26

There is a change in the rates of return at proposed rates, but it is not significant.

The rates of return for the 5/8 inch customer class decrease at proposed rates. I

only tested this change in the allocation factors for Sun City and Agua Fria water

districts. I changed the expense and plant allocation for wells, pumps, distribution

mains, transportation and communication equipment to 100% commodity, and 0%

demand, as Mr. Rogers suggests. The end result is there are no allocations to the

demand function.

I
_9_
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I
I PLEASE EXPLAIN THE RESULTS OF THE COST OF SERVICE STUDY

IN WHICH YOU ALLOCATED ALL DEMAND CHARGES TO THE

COMMODITY FUNCTION, BASED ON MR. ROGERS' SUGGESTION.

1 Q.

2

3

4 'A.

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Z6

Rejoinder Schedule 2 summarizes the results of the rebuttal cost of service studies

compared to the rejoinder cost of service studies prepared to meet Mr. Rogers'

suggested approach. As shown on Rejoinder Schedule 2, the only water districts

where Staffs proposed monthly minimum are cost justified are the Anthem water

and Tubac water districts. I should add that when I use cost, I'm referring to

recovery of expenses, the rate of return, and income taxes. Staff's proposed

monthly minimums for the average residential customer for all the other water

districts are be low cost. Worse yet, Staff proposed rates for the first 4,000 gallons

are now cost justified only at the Tubac water district, which is the smallest of the

districts. At all the other water districts, Staff proposed rates for the first 4,000

gallons arebelow cost.

Now, you have the worst of all worlds: the monthly minimum priced below

cost and the first 4,000 gallons priced below cost. The major problem with

including all demand charges in the commodity rate is that you are including a

large amount of fixed .expenses (mostly depreciation) which must be recovered by

means of the quantity of water sold, which increases the volatility of revenues. If

the Company experiences a continuing drought, the Company could overeat due

to increased water sales.

Company could severely underwear. The test year ended December 3 l, 2001 was

a drought year.

The cost of service studies I prepared along with my rebuttal testimony

resulted in the Staffs proposed rates for the first 4,000 gallons being above cost,

with the monthly minimums priced below cost. With the demand charge allocated

If the weather is cooler or wetter than normal, the

I
I
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I

to the commodity function, as proposed by Mr. Rogers, you end up with both the

monthly minimums (for the typical residential customer) and the commodity rates

based underpriced when compared to Staff proposed rates.

An unintended consequence of assigning all the demand cost to the

commodity function is that Staffs proposed rates for larger meters are now priced

substantially above cost. This results in a price discrimination. If Staff really

wants to allocate all the demand costs to the commodity rate, Staff is underpricing

the monthly minimum to residential customers on 5/8 inch meters and overpricing

residential and commercial customers on larger meters. (Please see rejoinder

schedule G-8, page 3).

Staff's monthly minimums are based on meter Hows. Staffs proposed

monthly minimum for a 6 inch meter is 50 times the monthly minimum for a 5/8

inch meter. The flow capacity for a 6 inch meter is 1,000 gallons per minute, while

the flow capacity for a 5/8 inch meter is 20, hence the 50 to l ratio in Staffs

proposed rates (1,000 / 20). The allocation of meter and service costs is computed

by dividing by equivalent meters. However, the allocation of the customer

function is based on is based on number of bills, not equivalent meters. Without

the demand costs being included in the monthly minimum, the use of meter flows

for determining monthly minimums is no longer valid.

1

2

3

4

5

6

7

S

9

10

11

12

13

14

15

16

17

18

19

2 0  Q .

21

22

23 A.

24

25

26

W O U L D  Y O U  A D D R E S S  M R .  R O G E R S '  T E S T I M O N Y  T H A T  Y O U

MADE AN ERRONEOUS ASSUMPTION THAT ALL  COSTS INCLUDED

IN THE COMMODITY RATES ARE INCURRED AT AVERAGE COST?

Yes, I did make that assumption in the cost of service studies I prepared. This is

the way a cost of service study is normally performed. Cost allocations and rates

are based on average or embedded costs. This is the way Staff performs cost of

service studies, based on my experience.

I
I
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PLEASE COMMENT ON MR. ROGERS' TESTIMONY ON PAGE 7 THAT

YOU DID NOT PROVIDE PROOF THAT PRODUCING 20,000 GALLONS

OF WATER HAS THE SAME COST As PRODUCING 1,000 GALLONS.

I am not sure I understand Mr. Rogers' point. The cost to pump water (or to

purchase water from a supplier) is uniform. In fact, if the cost to pump water is

examined, the electric supplier charges a monthly minimum to the water utility.

As more gallons are produced from the well, the lower the cost per gallon because

the monthly minimum is spread out over a greater quantity, i.e., the marginal cost

is lower.

Is THIS WHAT MR. ROGERS MEANS BY "INCREMENTAL COST" ON

PAGE 7 OF HIS SURREBUTTAL TESTIMONY?

Yes, I believe so. He is referring to the cost of providing the next increment, or

marginal unit, of service to the customer. Viewing water service from this

perspective, as more marginal units are sold (e.g., 1,000 gallons of water), the cost

of service declines because fixed costs, such as the monthly minimum charged by

the electric utility provider, have clearly been recovered. This would lead to lower

rates for larger water users, and higher rates for small water users -. in other words,

a declining block rate structure. This is the opposite of what Staff proposes,

however.

1 Q.

2

3

4 A.

5

6 I
7

8

9

10 Q-

11

12 A.

13

14

15

16

17

18

19

20 ]Q_
21

22 IA.

23

24

25

26

DID YOU PERFORM AN INCREMENTAL OR MARGINAL COST

STUDY?

No. The cost of service studies ,I prepared to evaluate Staffs rate design proposal

apply generally accepted cost of service principles. Incremental or marginal cost

pricing in the water utility area is controversial, and to my knowledge, has never

been endorsed by the Commission for a water utility. Perhaps it could be used if a

water utility needed to develop a new source of supply that is substantially more

-12-



I
expensive than the utility's existing water sources. However, such a study would

be of little relevance to designing cost-based rates in this case.

The point that Mr. Rogers ignores is that Staff is the party proposing a

radical change in rate design, and has not submitted any land of study, whether a

traditional cost of service study like I perfonned or a more exotic incremental cost

study, to show that Staffs proposed rates are cost justified. Additionally, Mr.

Rogers has not addressed that issue that Staffs proposed rate design may not

actually generate the income that Staff proposes, nor has Staff made any type of

adjustment for conservation, if the Staffs goal really is conservation. Because

Staff is proposing to dramatically change the Company's rate design, Staff has the

burden of supporting its design. It has failed to do so.

WOULD YOU COMMENT ON MR. ROGERS' TESTIMONY THAT

YOUR SCHEDULE G-9 ASSUMES FULL RECOVERY OF ALL COSTS

a

I

1

2

3

4

5

6

7

8

9

10

11

12 IQ-

13

14

15 A .

16

17

18

19 I

20

21

22

23

24

25

26

, r

AT EVERY USAGE LEVEL?

Mr. Rogers is correct that Schedule G-9, page 2 assumes full recovery of all costs

(including profit and income taxes) at every usage level. However, the important

point is that there is not full recovery at average usage, due to the combination of

the Stars proposed monthly minimums and proposed first tier rate being priced

below the cost to provide the service. Mr, Rogers fails to mention that under his

proposed rates, average usage by residential customers does not even recover

expenses, let alone allow recovery of a profit. (Please see Rebuttal Schedule G-9,

page 1.) This same problem occurs when all demand costs are included in the

commodity rates, shown on Rejoinder Schedule G-9, page l. You can't combine a

subsidized monthly minimum charge with a subsidized cormnodity rate. Rejoinder

Schedule G-9 shows that a Havasu water district residential customer must use

approximately 206,000 gallons to recover all costs, including profit, when the

_13-
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average monthly usage is only 7,650 gallons. Mr. Rogers avoids this issue with his

comments about "average cost," and so on, but does not

acknowledge that Staffs rate design produces below-cost rate for most 5/8 inch

customers, creating a subsidy that must be recovered from other customers,

regardless of the cost of service.

If  Staf fs goal is to encourage water conservation while promoting

economic efficiency, a better approach would be to design rates that are directed at

higher water users in each customer class, which is consistent with the approach

used by other municipal providers, including the City of Scottsdale and the

Company's Paradise Valley water district.

"incremental cost,"

CAN YOU EXPLAIN MR. ROGERS' SURREBUTTAL TESTIMONY ON

PAGE s, LINE, WHICH READS: "AND THAT THE AVERAGE USE Is

LESS THAN THAT CALCULATED LEVEL OF USAGE."?

I don't understand that testimony. The Company has issued a data request asking

Mr. Rogers to explain it.

W O UL D YO U P L E A S E  A DDRE S S  MR.  RO G E RS  S T A T E ME NT  O N

PAGE 4, LINE 1 THAT "ABSENT DEMAND METERS THE BEST

CORRELATION Is QUANTITY W HICH DEALT W ITH

INCLUSION OF DEMAND CHARGES IN THE MONTHLY MINIMUMS?

USED",

1

2

3

4

5

6

7

8

9

10

11 Q.

12

13

14 A.

15

16 Q-

17

18

19

20  IA .

21

22

23

24

25 'Q-

26

I have already testified that Mr. Rogers' proposed monthly minimums are based on

meter size, and include a demand charge based on meter size for meter and service

line costs. Additionally, it appears that the customer costs were also set based on a

ratio based on meter size, which would be incorrect. This testimony contradicts

his preference for demand charges to be included only in the commodity rates.

WOULD YOU PLEASE COMMENT ON WITH MR. ROGERS'

SURREBUTTAL TESTIMONY ON PAGE 4, LINES 2 AND 3?

_14_
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WOULD

RATE DESIGN

ROGERS TESTIMGNY THAT

Is "SIGNIFICANT" BUT NOT

I

1 A.

2

3

4

5

6

7

8
9 .

10

11

12

13

14

15 Q.

16

17

18 -A.

19

20

21

22

23

24

25

26 Q.

The testimony reads as follows: "Therefore rates based on the fixed and variable

costs of the Company are incompatible with rates that assign costs to customer

based on cost causation." Frankly, this testimony doesn't make sense.

The Company has both fixed and variable expenses. In a cost of service

study, the analyst allocates both the fixed and variable expenses to functions, then

to customers to determine the cost caused by customer classes to determine the

rates of return at present and proposed rates. Finally, the analyst determines the

monthly minimum rates and the commodity rates to be charged customers. These

costs, both fixed and variable, are included in the rates to be charged customers in

the font of a monthly minimum charge and commodity rates. Mr. Rogers

proposes that commodity costs include demand charges. However, most of the

demand charges are fixed expenses, such as depreciation, which must be recovered

regardless of the quantity of water used. Yet Mr. Rogers suggests these fixed

expenses be collected as if they were variable expenses.

YOU COMMENT ON MR.

STAFF'S CHANGE

"RADICAL"?

This is simply semantics. Mr. Rogers has proposed a significant change for many

of the water districts by proposing an inverted, three-tier rate structure. In some of

the water districts, he proposed a three-tier rate to take the place of a one-tier rate

design. In doing so, he has effectively shifted a large portion of the revenue

requirement from smaller users to large users. There is no cost of service study to

support this significant change in the rate design. A water utility would not be

allowed to dramatically change its rate design without supplying a cost of service

study.

Is MR. ROGERS CORRECT THAT MOST CUSTOMERS WILL

-15-
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RECEIVE A RATE INCREASE FOR THE DISTRICTS FOR wHICH

STAFF RECOMMENDS A RATE INCREASE?

Yes, Mr. Rogers is correct that in the systems where Staff is recommending a rate

increase, customers will see an increase in their bill. Apparently, I misspoke in my

rebuttal testimony. What I meant to say is that users of larger quantities of water

will experience a rate increase greater (as a percentage) than the users of lower

quantities of water, due to Staffs inverted tier rates. Larger water users already

provide higher profit on a per 1,000 gallon basis than smaller users.
l

Q- WOULD YOU PLEASE COMMENT ON THE FACT THAT MR. ROGERS

DOES NOT AGREE THAT STAFF'S RATE DESIGN WILL CAUSE

INEFFICIENT USE OF WATER, AND THAT THE FIRST TIER is

DESIGNED TO COVER BASIC HEALTH AND SAFETY NECESSITIES?I

I

Mr. Rogers has not provided any study or evidence showing that all residential and

commercial customers require 4,000 gallons per month for basic health and safety

necessities. Nor has he provided any study or evidence showing that all residential

and commercial customers will use up to 100,000 gallons of water per month in an

efficient manner. Nor has Mr. Rogers provided any study or evidence that all

residential and commercial customers need a subsidized rate for the first 4,000

gallons. His proposed lifeline rate is available to all residential and commercial

customers. If water is a scare resource, then it must be priced to recover costs.

When rates are set below cost, conservation and efficient use of water becomes a

I

1

2

3 A.

4

5

6

7

8

9

10

11

12

13 A .

14

15

16

17

18

19

20

21

22

23

24

25

26

goal that cannot be met.

Mr. Rogers also testifies that that there is "discretionary" and

"nondiscretionary" usage. However, he has not provided any study or evidence

that break points of 4,000 and 100,000 gallons are appropriate. Is water usage of

80,000 per month by a residential customer "nondiscretionary" usage?
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WOULD YOU ADDRESS MR. ROGERS' TESTIMONY on PAGE 7 OF

HIS SURREBUTTAL TESTIMONY CONCERNING THE DIFFERENCE

BETWEEN BILL COUNT REVENUES AND GENERAL LEDGER

REVENUES?

Mr. Rogers left the difference between the bill count revenues and general ledger

revenues of $6,311 (present rates) at $6,311, even though Staff recormnends a

decrease at Staff's proposed rates. If rates are to be decreased, then the $6,311

should also be decreased. If that were done, then Staff's proposed rates would

have to be slightly higher to account for the reduction in the $6,31 l.

WOULD YOU PLEASE COMMENT ON MR. ROGERS SURREBUTTAL

TESTIMONY ON PAGE 8 CONCERNING THE RATES CHARGED

MULTI-FAMILY AND MULTI-UNIT COMMERCIAL CUSTOMERS?

I testif ied that the Staff recoimnended keeping the existing rate design, when

Citizens proposed changing it in the prior rate cases for the Mohave and Havasu

water districts, and the Commission in that case agreed with Staff Staff now

wishes to change the rates for multi-unit customers. The Company is not opposed

to changing the rate design in the next rate case, and will quantify the change in

the revenues at present and proposed rates .

I

1 Q.

2

3

4

5 A.

6

7

8

9

10 Q.

11

12

13 .A.

14

15

16

17

18

19 Q.

20

21 ~A.

22

23

24

25

26

DO YOU HAVE OTHER COMMENTS ON STAFF'S SURREBUTTAL

TESTIMONY?

Staff did not provide any surrebuttal testimony to the following issues I raised in

my rebuttal testimony: .

Lifeline rates should be offered only to residential customers and then only

to residential customers who meet certain income eligibility requirements.

Lifeline rates and similar types of discounted rates should not be considered

unless the local cost of water is high relative to other similar water utilities.
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| Lifeline rates and similar types of discounted rates should not be used in

areas where water use (e.g., conservation) is a concern.

Additionally, Staff did not address the issue of its rate design's impact on

the rate of return by meter size at present and Staff"s~ proposed rates. Staff

proposed rates in most instances that lowered the rate of return for customers on

the smaller meters, while increasing the rate of return for customers on larger

meters. That is a clear sign that the rates charged to larger meter sizes, and larger

water users, are subsidizing the small meters and smaller water users. Staff has

attempted to respond to this issue by stating that the Company did not submit a

cost of service study on an incremental basis. However, Staff did not submit org;

cost of service study or any type of study or data to support its rate design.

REJOINDER TO YOUNGTOWN

WOULD YOU PLEASE ADDRESS MR. BURHAM'S SURREBUTTAL

TESTIMONY IN WHICH HE PROPOSES THAT HIS RECOMMENDED

RATE INCREASE FOR SUN CITY WATER OF APPPROXIMATELY 33 %

BE PHASED IN OVER A TWO YEAR PERIOD, WHILE HIS PROPOSED

RATE DECREASE FOR SUN CITY WASTEWATER OF

APPRQXIMATELY 14%?

the board increase and

The Company has proposed a phase in only if the rate increase exceeded 40% to

ameliorate the impact on customers. Mr. Burham's proposal, in contrast, makes no

sense. The following chart shows the impact of his proposals (assuming an across

decrease, as he has not proposed specific rate design):

Present
Rate

Proposed
Rate

Dollar '
Change

Percent
Change

1

2

3

4

5

6
7

8

9

10

11

12 VI.

13 Q.

14

15

16

17

18

19 A .

to

21

22

23

24

25

26

Water

Wastewater

$11.17

12.87

$14.86 $3.69

11.07 (1.80)

33%

-19%
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Totals $24.04 $25.93 $1.88 8%

Thus, if the Commission were to adopt Mr. Burham's recommendations, the end

result would be a monthly water bill of $14.86 (33% rate increase) a monthly

wastewater bill of $11.07 (14% decrease), and a total monthly bill of $25.93. The

difference in the bills would be $1.88 per month, or approximately $0.06 per day.

A phase-in is not necessary.

DOES THIS CONCLUDE YOUR REJOINDER TESTIMONY?

Yes, it does.

1481421.1

1
2
3
4
5
6
7 Q.

8 ~A.
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
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All Wastewater and Water Districts
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Arizona American I Havasu Water Division
Test Year Ended December 31, 2001

Comparison of Present, Company Proposed Rejoinder Rates, Acc Staff
Proposed Rates in Direct Filing, RUCO Staff Surrebuttal Proposed Rates

Exhibit
Kozo ran Rejoinder Schedule 1
Page 5
Witness: Kozo ran

Units

Server!

s

A c c

Staff

Qu.-:tx

smug

Proposed

B318

9.24 s

15.80

ACC

Staff

Dollar

Increase

(Decrease)

Over

Present

83125
(0.76)

(1301
s

MarUhly Minimums

5/8 x 3/4 Inch

1 Inch

1 1/2 Inch

2 Indl

3 Inch

4 Inch

S ll\d'1

B Inch

31.04

42.13

53,21

(256)
(147)

(4.39)

-7.62%

-7. 61 %

-7.62%

44

KG

64

65

67

89

102

129

153

Company

Dollar

Increase

(Decrease)

Over

Present

Rates

s 2.90

4.96

6,96

9.74

13.22

16.70

58.00

116.00

127_60

182.40

185.60

188.50

194.30

258.10

295.80

374.10

443.70

406,49

517.35

591 .26

600.50

G1B.9B

822.22

942.32

1,191.76

1,413.48

A c c

Staff

Percent

Increase RUCO

(Decrease) Staff

Over Surrebutlal

Present Proposed

133185 Rates

-7.60% s 12.00

-7.60% 20.75

29.50

41 .00

55.00

70.50

240.00

430.00

528.00

672.00

768.00

780.00

804.00

1,068.00

1,224.00

1,548.00

1,836.00a

Present

RPHPS

s 10.00

17.10

24.00

33.60

45.60

57.60

200.00

400.00

440.00

560.00

640,00

650.00

670.00

890.00

1,020.00

1,290.00

1,530.00

1.000

Company

Proposed

Rqninder

Hal¢§

12.90

22.06

30,96

43.34

58.62

74.30

258.00

516.00

567.60

722.40

825.60

B38,50

864.30

1,148.10

1,315.80

1,664..0

1,973170

1,000

Company

Percent

Increase

(Decrease)

Over

Present

Hales.

29.00% $

2901 %

29.00%

28.99%

28.99%

28.99%

29.00%

29.00%

29.00%

29.00%

29_00%

29 .00%

29.00%

29.00%

29.00%

29.00%

29.00%

0.00%

(33.51)

(4255)

(48.74)

(49_50)

(51.02)

(57.75)

(77.68)

(9824)

(1 1652)

(1,000)

-7.62%

-7.82%

-7.62%

-7.62%

_?.61 %

-7.62%

-7.82%

-7.82%

-7.B2%

-100.00%

RUCO

slant

Dollar

Increase

(Deu'ease)

Over

Present

88125

2 .00

3.65

5.50

7.40

9.40

12 .90

40.00

30,00

aa.00

1 12.00

128.00

130 .00

134 .00

178 .00

204.00

258.00

306.00

(1,000)

RUCO

staff

Percent

Increase

(Decrease)

Over

Present

Rates

20,00%

21.35%

22.92%

22.02%

20. 61 %

22.40%
2000°/.

7.50%

20.00%

20.00%

20.00%

20.00%

20 .00 %

20 .of %

2000%

20.00%

20.00%

_ 100 .O0%

Multi~Family 1"Melef

Multi-Family 2" Meter

Multi-Family 4' Meter

Multi-Family 2* Meter

Multi-Family4' Meter

Multi-Family 1"Meter

Multi-Family 2" Meter

Mu1ti-Family 4" Meter

Multi-Family 4" Meter

Gallons In Minimum, All Except

Muesli-Family

Multi-Family 1"Meler

Multi-Family 2' Meter

Multi-Family 4° Meter

Multi-Family2" Meter

Multi-Family 4" Meter

Multi-Family 1"meter

Multi-Family 2" Meter

Multi-Family 4" Meter

Multi-Family4" Meter

Gallons in Tiers

44

56

64

65

67

BE

102

129

153

44.000

56,000

64,000

65,000

67,000

89.000

102.000

129,000

153,000

44,000

56,000

64,000

65,000

67,000

89,000

102,000

129,000

153,000

(44,000)

(56,000)

(64,000)

(55,000)

(67,000)

(89,000)

(102,000)

(129,000)

(153,000)

-100.00%

-100.00%

-100.00%

~100.00%

-100.00%

-100.00%

-100.00%

-100.00%

-100.00%

(44,000)

l56,000)

(64,000)

(65,000)

<67,000)

(s9.000)

(102,000)

(129.000)

(153,000)

-100.00%

~100.00%

-100.00%

-100.00%

.100.00%
-100.00%

-100.00%

-10000%
-100.00%

4,000

100,000

lnfunile

Infinite

ln6nite

Infinite

Line

N_Q.

1

2

3

4

s

s

7

B

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

i s

27

28

29

20

31

32

33

34

35

36

37

CB

39

T'er I: Gallons upper limit

Tier 2: Gallons upper limit

Tler 3: Gallons upperlimil

Commnditv Rains (her 1.00

All, summer rate

All, summer rate

All, summer rule

All, winter rate

All, winter rate

Ali, winter rate

0 uallnns nvnr minim

Tier 1 5

Tier2

Tlef 3

Tier 1

Tiers

Term

s

Infinite Infinite

InGnile Infinite

Intinile Inf mile

elm and her Tier)

1.42 s 1.83

1.42 1.83

1.42 1.B3

1.31 s 1.69

1.31 1.69

1.31 1.69

0.41

0.41

0.41

0.38

0.38

0.38

28.87%

28_B7%

28.87%

29.01 %

29.01%

2901%

0,81

121

1.45

0.81

1.21

1.45

(051 )

(0.21)

0.03

(0.50)

(0.10)

0.14

-42.96%

-14.79%

2.1 1%

-38.17%

-7.63%

10.59°/0

1.75

1.75

175

1.75

1.75

1.75

0.33

0.33

0.33

0.44

0.44

0.44

23.24%

23.24°/,

23.24%

33.59%

33.59%

33.59%



Arizona American/ Mohave Water Division
Test Year Ended December 31, 2001

Comparison of Present, Company Proposed Rejoinder Rates, ACC Staff
Proposed Rates in Direct Filing, RUCO Staff Surrebuttal Proposed Rates
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V\Atness: Kozo ran

Company Company

Dollar Perren!

Increase url<:rease

(Decrease) (Decrease)

Over Over

Present Present

Baiei Bam;

ACC

Staff

num
EIHIJQ

Proposed

Bales

ACC ACC

staff Staff

Dollar Percent

Increase lnaease

(Decrease) (Decease)

Over Over

Pf8s8hl Present

Bales Rates

RUCO

Shaft

Surrebuttal

Proposed

Rates

RUCO RUCO

Staff Staff

Dollar Percent

lnaease Increase

(Decrease) (Decrease)

Over Over

Present Present

Bale; Rates

0.28 3.24% $ (138) -1593% s 7.75 $ (0.90) -10.40°/»

s

s

s

s

s

s

s

15.00

25,00

30.00

60.00

90,00

200_00

400.00

N/A

s

s

s

s

$

s

s

s

15.50

25.83

31 .oz

SI .99

92,99

206.65

413.39

715.20

0.50

0.83

1.02

1.99

2.99

6.65

13,39

3.33%

3.32%

3,40%

3.32%

3.32%

3,33%

3.35%

7.27 $

7.27

12.61

21 .01

2521

50.41

75.62

168.05

336.10

581 .23

(2.39)

(3.99)

(4.79)

(9.59)

(14.38)

(31.95)

(6380)

-15.98%

.15.97%

-I5.98%

-15.98%

-15.98%

-15.98%

1550

22.50

27.00

53.00

e0.0o

17900

34450

59600

050

(250)

(3130)

(T.00l

(10.00)

(21 .00)

(5550)

3.33%

-10.00%

-1o.oo%

-11.67%

-11 .11 as

-1o.5o%

-1:s.aa%

7.75

7,75

7.75

8.01

8.01

8.01

0,26

0.26

0.26

3.35%

3.35%

335%

6.51

6.51

6.51

(1.24)

(1.24)
(1.24)

-16.00%

-16.00%

-16.00%

6,95

119

22

(0.80)

415

14.25

-10.32%

53.55%

183.87%

3.00

600

9,00

12.00

15.00

18.00

21 .00

30.00

0.51

764

310

6.20

9.30

1240

15.50

18,60

21.70

31.02

0.53

7.B9

0.10

0.20

0.30

0.40

0.50

060

0.70

1.02

0.02

0.25

3.3:-1%

3.33%

3.33%

3.33%

3.33%

3.33%

3.33%

3.40%

3.92%

3.21%

2.52

5.04

7.56

10.08

12.60

15.12

17.65

25.21

(048)

(0.96)

(1 .44)

(1 92)

(2.40)

(2.88)

(3.35)

(4.79)

-16.00%

-16.00%

-t6.{}0°/a

-16.00%

-16.00%

-15.98%

-15.98%

-1 5.98%

6.42 (122) -15.97%

280

550

a.00

10.75

13.50

15,50

18.10

25B5

044

6.55

(0.20)

(050)

(1.00)

(125)

(1 .50)

(250)

(230)

(4.15)

(0.97)

(1 .09)

-6.67%

-8.33%

-1 1 .1 1 "A

-10.42%

-10.00%

43.89%

-13.B1 %

-13.83%

-13.73%

-14.27%

1 ,000

2,000

1 ,000

2,000

0.00%

0.00%
0

0
(1,000)

(2,000)

-10000%

-100.00%

0

0

(1,000)

(2,000)
-100.00%

-100.00%

4,956.45 5,116.89

2,266.30 2,339.66

1,124.50 1,160.90

13,191.25 13,618.25

925.55 955.51

g_117_10 9.41222

81310 839.42

190.30 196.46

43,25 44.65

155.70 160.74

mum and her Tier. All Fxcent

1.48 s 1.53

1.48 1 .53

1 .48 1.53

3.24%

3.24%

3.24%

3.24%

3.24%

3.24%

3.24%

3.24%

3.24%

3.24%

4, 165.71

1 ,904.74

945.10

11 ,0B6,76

777.89

7,662.58

683.38

159.94

36.35

130.86

(79014)

(361 .56)

(179.40)

(2.104.49)

(147.66)

(1.454.52)

((2912)

(30.36)

(6.90)

(24.84)

-1 5.95%

-15.95%

-15.95%

-15.95%

-15.95%

-15.95%

-15.95%

-15.95%

-15.95%

-15.95%

4,440.75

2,020.50

1,007.50

11 ,B18.75

829.25

8, 158.50

728.50

170.50

38.75

139.50

(51510)

(235.B0)

(117.00)

(1 ,372.50)

(96.30)

(94850)

(84.80)

(19.B0)

(4.50)

(1620)

-10.40%

-10.40%

-10.40%

-10.40%

-10.40%

-10.40%

-10.40%

-10.40%

-t0.40%

-10.40%

160.44

73,36

36.40

427.00

29,96

295.12

26.32

6.16

1.40

5.04

Rim Water)

0.05

0.05

0.05

3.38%

338%

3.38%

0.81 s

1.23

1.47

(0.67)

(025)

(0.01)

-45.27%

-168904

-0.58%

1.25 s

1.25

1.26

(0.22)

(0.22)

(022)

3t4.86%

-14.86%

-14.86%
Crmmmnditv R499

Company

Proposed

Units Present Rejoinder

MQnlh1y Minimums SeweN Bates 33155

Residential Cnmmerltial IrNoaiinn Re<ale and Miscellaneous Cuslrvmers

S18 x 3/4 Inch s 8.65 $ 8.93 s

3/4 Inch

1 Inch

1 1/2 Inch

2 Inch

a Inch

4 Inch

G lf\d\

8 Inch

10 Inch

Residential Rio Water

5/8 lr\d\ (a)

1 Inch (a)

2 Inch (a)

Private Fire

2 Inch or smaller (a)

4 Inch (a)

6 Inch (a)

8 Inch (a)

10 Inch

12 Inch (a)

14 Inch (a)

to Inch

Per Sprinkler Head (a)

Per each Private Fire Hydra fl (a)

Gallons In Minimum

All (except Rio Water & Multi-Unils

Rio Waler

Muni-unit & Multi-Famiiy (a)

Residential MF 5/8' Meter 573

Residential MF 1' Meier 262

Residential MF 1.5" Meter 130

Resicientiaf MFG' Meier 1525

Residential MF 4' Meier 107

Resideniiai MF 6' Meier 1054

Commercial 5/8'Me1er 94

Cornmmerical 1 'Meter 22

Commercial 1.5" Meter 5

Commercial 2' Meter 18

Cnmmndilv Rates (per 1.00Q qallnns ever mini

Tier 1 S

Tier 2

Tier 3

RIO W?\IP,l_

Tier 1

Tier 2

Tier 3

s 1,75

1.75

1.75

s 1.81

1.81

1,81

0.06

0.06

0.06

3.43%

3.43%

3.43%

0.81

1.23

1.47

(0.94)

(0.52)

(0.28)

-53.71 %

-29.71 °/.

-16.00%

1.43

1.43

1.43

(0.32)

(0.32)

(0.32)

-18.29%

-1829%

-18.29%

lnflniie

minne

lnflnile

Private Fne: ln6nite Quantity

4,000

100,000

lnlinite

1,25

Inflnile

Infinite

Inflnile

I
I

I
|

|

I
I
I
I
I
I
I
I
I
I
I
I
I

Line

NQ.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

18

17

l a

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

as

37

38

39

40

41

42

43

44

45

46

47

48

49

50

51

52

53

54

Gallons in T615

Tar 1: Gallous upper UM

her 2: Galahs upper lilt

new: Galuns upper lark

ACC Staff puck Authority

(a) oanmly Minimum limes Units
s
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Arizona American Agua Fria Water Division
Test Year Ended December 31, 2001

Comparison of Acc Staff Proposed Rates to Computed Rates from Cost of Service Study
to Computed Rates from Cost of Service Study without Equity Return and Income Taxes

Acc Staff Rates based on Staff Proposed in Staff's Direct Filing

Exhibit
Rejoinderl Schedule G-9
Page 1
Witness: Kozo ran

Computed Commodity Cost from Rejoinder Schedule G-8, Page pa $ 1.3229

Computed Customer Cost for Meter from Rejoinder Schedule G-8, Page 4a
Computed Service Line Cost for Meter from Rejoinder Schedule G-8, Page 4a
Computed Meter Cost for Meter from Rejoinder Schedule G-8, Page 4a
Computed Monthly Minimum Charge with zero gallons in minimum from Rejoinder Schedule G-8, Page 4a $

7.01
0.91
0.94
8.86

$ 8.52

$
$
$

Col .  1 Col. 2 Col. 3 Col. 4
(Col. 2+ 3)

Acc Staff Proposed Rates
Proposed Monthly Minimum for 5/8" Meter
Proposed Commodity Rate

0 to 4,000
4,001 to 100,000

Over 100,001
Col. 5 Col. 6 Col. 7 Col. 8

(Col. 6 + 7)

1.20
1.80
2. 15

Col. 9
(Col, 8-4)

Computed Costs, without Equity
Return and Income Taxes

Commodity

Revenue

Total
Cost of
Service

$

Total
Revenue

$
$ $

Usage

<-Level->

When

Revenues

Equal

Expenses

Line

M
1

2

3

4

5

6

7

8

9

10

1 1

1 2

13

14

15

16

17

18

19

20

2 1

22

23

24

25

26

27

28

29

30

3 1

32

33

34

35

36

37

38

39

4 0

4 1

4 2

43

44

45

46

47

48

49

50

5 1

52

53

54

55

1.32
2.65
3.97
5.29
6.61
7.61
7.94
9.26
9.26

10.58
10.58
11.91
11.91
13.23
13.23
14.55
14.55
15.87
15.87
17.20
17.20
18.52
18.52
19.84
19.84
21.17
21.17
22.49
22.49
23.81
23.81

8.86
10,18
11.51
12.83
14.15
15.48
16.47
16.80
18.12
18.12
19.44
19.44
20.77
20.77
22.09
22.09
23.41
23.41
24.74
24.74
26.06
26.06
27.38
27.38
28.70
28.70
30.03
30.03
31.35
31.35
32.67
32.67

(No Rate
of Return

on
Equity

or Income
Taxes

Included)

1.20
2.40
3.60
4.80
6.60
7.95
8.40

10.20
10.20
12.00
12.00
13.80
13.80
15.60
15.60
17.40
17.40
19.20
19.20
21.00
21.00
22,80
22.80
24.60
24.60
26.40
26.40
28.20
28.20
30.00
30.00

8.52
9.72

10.92
12.12
13.32
15.12
16.47
16.92
18.72
18.72
20.52
20.52
22.32
22.32
24.12
24.12
25.92
25.92
27.72
27.72
29.52
29.52
31.32
31.32
33.12
33.12
34.92
34.92
36.72
36.72
38.52
38.52

Recovery

of Expenses

or,

(Lack of

Recovery)

$ (0 .34)

(0.46)
(0.59)
(0.71)
(0.83)
(0.36)
0.00
0. 12
0.60
0.60
1.08
1.08
1.55
1.55
2.03
2.03
2.51
2.51
2.98
2.98
3.46
3.46
3.94
3.94
4.42
4.42
4.89
4.89
5.37
5.37
5.85
5.85

Monthly
Minimum

Usage Revenue
.. $ 8.86

1,000 . 8.86
2,000 8.86
3,000 8.86
4,000 8.86
5,000 8.86

5,750 8.86
6,000 8.86
7,000 8.86
7,000 8.86
8,000 8.86
8,000 8.86
9,000 8.86
9,000 8.86

10,000 8.86
10,000 8.86
11,000 8.86
11,000 8.86
12,000 8.86
12,000 8.86
13,000 8.86
13,000 8.86
14,000 8.86
14,000 8.86
15,000 8.86
15,000 8.86
16,000 8.86
16,000 8.86
17,000 8.86
17,000 8.86
18,000 8.86
18,000 8.86

Average Usage
7,002 8.86 9.26 18.12

Monthly
Minimum Commodity

Usage Revenue Revenue
- $ 8.52

1,000 8.52
2,000 8.52
3,000 8.52
4,000 8.52
5,000 8.52

5,750 8.52
6,000 8.52
7,000 8.52
7,000 8.52
8,000 8.52

. 8,000 8.52
9,000 8.52
9,000 8.52

10,000 8.52
10,000 8.52
11,000 8.52
11,000 8.52
12,000 8.52
12,000 8.52
13,000 8.52
13,000 8.52
14,000 8.52
14,000 8.52
15,000 8.52
15,000 8.52
16,000 8.52
16,000 8.52
17,000 8.52
17,000 8.52
18,000 8.52
18,000 8.52

Average Usage
7,002 8.52 10.20 18.72 0.60



Arizona American - Agua Fria Water Division
Test Year Ended December 31, 2001

Comparison of Acc Staff Proposed Rates to Computed Rates from Cost of Service Study
to Computed Rates from Cost of Service Study with Equity Return & Income Taxes

Acc Staff Rates based on Staff Proposed in Staff's Direct Filing

Exhibit
Rejoinderl Schedule G-9
Page 2
Witness: Kozo ran

Line

N
1 Computed Commodity Cost from Rebuttal Schedule G-8, Page 4 $ 1.5987

Computed Customer Cost for Meter from Rejoinder Schedule G-8, Page 4
Computed Service Line Cost for Meter from Rejoinder Schedule G-8, Page 4
Computed Meter Cost for Meter from Rejoinder Schedule G-8, Page 4
Computed Monthly Minimum Charge with zero gallons in minimum from Rejoinder Schedule G-8, Page 4 $

8.30
1.37
1.57

11.25

$ 8.52

$
$
$

Col. 1 Col. 2 Col. 3 Col. 4
(Col. 2+ 3)

Acc Staff Proposed Rates
Proposed Monthly Minimum for 5/8" Meter
Proposed Commodity Rate

0 to 4,000
4,001 to 100,000

Over 100,001
Col. 5 Col. 6 Col. 7 Col. 8

(Col. 6 + 7)

Computed Costs, with Equity
Return and Income Taxes

Monthly
Minimum Commodity
Revenue Revenue
$ 11.25

11.25
11.25
11.25
11.25
11.25
11.25
11.25
11.25
11.25
11.25
11.25
11.25
11.25
11.25
11.25
11.25
11.25
11.25
11.25
11.25
11.25
11.25
11.25
11.25
11.25
11.25
11.25
11.25
11.25

Total
Cost of
Service

$ 11.25
12.84
14.44
16.04
17.64
19.24
20.84
22.44
24.04
25,63
27.23
28.83
30.43
32.03
33.63
35.23
36.83
38.42
40.02
41.62
43.22
44.82
46.42
48.02
49.62
51.21
52.81
51.97 <- (a) ->
52.81
54.41

1.20

1.80

2.15

Col. 9

(Col, 8-4»

Recovery

of Expenses

Rate of

Return &

Income Tax

Total or (Lack of

Revenue Recovery)

$ $
1.60
3.20
4.80
6.39
7.99
9.59

11.19
12.79
14.39
15.99
17.59
19.18
20.78
22.38
23.98
25.58
27.18
28.78
30.38
31.97
33.57
35.17
36.77
38.37
39.97
41.57
40.72
41.57
43.17

1.20
2.40
3.60
4.80.
6.60
8.40

10.20
12.00
13.80
15.60
17.40
19.20
21.00
21.00
22.80
24.60
26.40
28.20
30.00
31.80
33.60
35.40
37.20
39.00
40.80
44.40
43.45
44.40
46.20

8.52

9.72
10.92
12.12
13.32
15.12
16.92
18.72
20.52
22.32
24.12
25.92
27.72
29.52
29.52
31.32
33.12
34.92
36.72
38.52
40.32
42.12
43.92
45.72
47.52
49.32
52.92
51.97
52.92
54.72

(2.73)
(3.12)
(3.52)
(3.92)
(4.32)
(4.12)
(3.92)
(3.72)
(3.52)
(3.31)
(3.11)
(2.91)
(2.71)
(2.51)
(4.11)
(3.91)
(3.71)
(3.50)
(3.30)
(3.10)
(2.90)
(2.70)
(2.50)
(2.30)
(2.10)
(1.89)
0.11
0.00
0.11
0.31

2
3
4
5
6

7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
Hz
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55

Monthly
Minimum Commodity

Usage Usage Revenue Revenue
- - $ 8.52

1,000 $ 1,000 8.52 $
2,000 2,000 8.52
3,000 3,000 8.52
4,000 4,000 8.52
5,000 5,000 8.52
6,000 6,000 8.52
7,000 7,000 8.52
8,000 8,000 8.52
9,000 9,000 8.52

10,000 10,000 8.52
11,000 11,000 8.52
12,000 12,000 8.52
13,000 13,000 8.52
14,000 13,000 8.52
15,000 14,000 8.52
16,000 15,000 8.52
17,000 16,000 8.52
18,000 17,000 8.52
19,000 18,000 8.52
20,000 19,000 8.52
21,000 20,000 8.52
22,000 21,000 8.52
23,000 22,000 8.52
24,000 23,000 8.52
25,000 24,000 8.52
26,000 26,000 8.52

25,470 25,470 8.52
26,000 26,000 8.52
27,000 27,000 8.52

Average Usage Average Usage
7,002 $ 11.25 $11.194 $ 22.44 7,002 8,52 10.20

(a) Usage Level when revenues equal expenses and rate of return and income taxes
18.72 (3.72)
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i

Arizona American - Agua Fria Water Division
Summary of Revenues by Customer Classification .. Present and Proposed Rates

Test Year Ended December 31, 2001

Exhibit
Rejoinder Schedule H-1
Page 1
Witness: Kozo ran

lb
i

Proposed
Revenues

Dollar
Chanqe

Percent
Chanqe

Percent
of

Present
Water

Revenues

Percent
of

Proposed
Water

Revenues
$

Present
Revenues
$3,127,076

36,220
399,199
78,797

328,284
563

4,629
4,437

31,984
91,467

359,785
359,249
147,370

$3,160,350
36,628

403,825
79,800

332,473
S69

4,679
4,491

32,367
92,624

364,305
363,719
149,298

33,274
407

4,625
1,003
4,189

6
50
54

383
1,156
4,520
4,470
1,928

1.06%
1.13%
1.16%
1.27%
1.28%
1.05°/o
1.08%
1.21%
1.20%
1.26%
1.26%
1.24%
1.31%

52.62%
0.61%
6.72%
1.33%
5.52%
0.01%
0.08%
0.07%
0.54%
1.54%
6.05%
6.05%
2.48%

52.66%
0.61%
6.73%
1.33%
5.54%
0.01%
0.08%
0.07%
0.54%
1.54%
6.07%
6.06%
2.49%

2,465

25

109
40

4,838
282,872

71,829
7,554

248,933
2,520

10,890
4,020

339,961
$5,942,478

4,838
282,872
71,829
7,554

251,398
2,545

10,999
4,060

339,961
$6,001,182

0.00%
0.00%
0.00%
0.00%
0.99%
1.00%
1 .00%
1 .00%
0.00%
0.99%

0.08%
4.76%
1.21%
0.13%
4.19%
0.04%
0.18%
0.07%
5.72%

100.00%

0.08%
4.71%
1.20%
0.13%
4.19%
0.04%
0.18%
0.07%
5.66%

100.00%i

i

58,704

Percent

i

}

Additional
Bills to be

Issued
9,245

47
180
19

104

(3)
13

(10)
34
66
97

(1)
3

(10)
(10)
48
34
17

9,873

Additional
Gallons to
be Pumped
in 1,000's

100,718
470

2,867
1,890

16,153

(47)
40

(165)

688
5,236

10,794
(526)

6,673
(84,017)
(7,554)

Revenue Annualization (a)
Proposed Dollar
Revenues Chanqe

204,614 2,075
1,602 17

10,377 117
5,236 66

44,679 559
(569) (6)
203 2

(498) (6)
2,293 26

15,172 188
31,976 394
(1,347) (17)
16,348 212

(81,903) -
(7,554)
1,454
1,545
1,030

244,657
6,245,839

puring the cho
then multiplin

Chanqe
1.02%
1.10%
1.14%
1.27%
1.27%
1.05%
0.98%
1.19%
1.17%
1.26%
1.25%
1.30%
1 .31%
0.00%

- 0.00%
14 1.00%
15 1.00%
10 1.00°/o

3,667 1.52%
62,372 1.01% .

age in the number of customers by month from the
g the additional customers times the average revenue

53,220

Customer Classification
in and/or

11 Meter Size
1 5/8 inch Residential
2 3/4 Inch Residential
3 1 Inch Residential
4 1.5 Inch Residential
5 2 Inch Residential
6 3 Inch Residential
7 5/8 Inch Commercial
8 3/4 Inch Commercial
9 1 Inch Commercial
10 1.5 Inch Commercial
11 2 Inch Commercial
12 3 Inch Commercial
13 6 Inch Commercial
14 2 Inch Public Interruptible
15 3 Inch Public Interruptible
16 6 Inch Public Interruptible
17 8 Inch Public Interruptible
18 10 Inch Public Interruptible
19 4 Inch Prison
20 4 Inch Private Fire
21 6 Inch Private Fire
22 8 Inch Private Fire
23 Miscellaneous Revenues
24 Subtotal W ater Revenues
25
26
27
28 Present
29 Revenues
30 5/8 Inch Residential 202,538
31 3/4 Inch Residential 1,584
32 1 Inch Residential 10,260
33 1.5 Inch Residential 5,170
34 2 Inch Residential 44,120
35 3 Inch Residential (563)
36 5/8 Inch Commercial 201
37 3/4 Inch Commercial (492)
38 1 Inch Commercial 2/266
39 1.5 Inch Commercial 14,983
40 z Inch Commercial 31,582
41 3 Inch Commercial (1,330)
42 6 Inch Commercial 16,136
43 6 Inch Public Interruptible (81,903)
44 10 Inch Public Interruptible (7,554)
45 4 Inch Private Fire 1,440
46 6 Inch Private Fire 1,530
47 8 Inch Private Fire 1,020
48 Totals 240,990
49 Total Revenues 6,183,467
so (a) Customer Growth Annualization is calculated by com
51 beginning of the year to the end of the year, and
52 for that month



i

N

o
;=.- 28
('\I <3
Q  - 1
1-"I 1~4

888398888888888$888889£$8889
~.~..QQ<2-:"-~.~.~.<=e"z°¢z<=.<=:Q<aQ°:QQ<2'=a1-4'-iv-|QC>-¢v-4v-4»4u-4v-4Qr¢OOO<3¢DC>C>C>O~»-4'-4»-4

2

'Ra
o  N  w e

*"? oz U?
m UW  v-l I I

o f N Lm Lm |\ N
H Lm co  v-4 ¢ H
o o  o m  v -  l \

om om_ <12 *Qo o o

|

c:

Ru E
£ O
u N
U) O

¥
3,-, ..

#E 8
=9.54v"é£~v U\4-1.it°»~

'Ea
8 8 8
m8 3 5
c
" ' m l \
' o _ , " £ " ' ?

o-29
o

a <3
1-1 1-I

I  " Z I I I l I I i  f f : I
o f Lm
m o

N
1.

C
a_

3

.f

UP w Ni <15 .4 m' <1- od

up f\I ' r-I

I I
O N O H M O Om<rmI\v-4 Ln

m u m

I
CDLQ
(q
N'Q
<r

I I I
r -
*Q
fol
1-4

h.
1-4

w  L m  O N
kw n_ vzj °Q
m Lm Lm m
v-4 m Lm <1-

oo v-I O
N

I
o  L m  o
m_ v-_ 'Q
o  L m  o
m <r KD

e t .vi_

4

'u m L n n \ o l \ L nqlm\0,-quqq-pqgv
O fQ NI ( (V7©O f \ W

88°'a .c
3
" E141

£ 8
D.

\DCO(lIO®v-4v»<t'°Q<n<t<=:
¢ U n m o c n o o u >

n m @ m @ m
n w - v - 4

I I
n o v xo nc uo
-sum<tuz~Q<tof<r-ncnuom
v-l<r1\~<rml\mm

I
of
1-4

|
i i
no
<-__
<1-

a 1

|\
*Q
1-1

__
v-I

xo Lm o 1-4
'E N. <=t <c
U\ Lm Lm <1-
-4  m  L n  Q-
Q .  G O  [ \  " 1
of  1-I 0

N

I
D  < 3  Q
Q <12 Q
<3 Lm <3
m -<r 4_0

4:9

I I I 1

D

o n e - o n m
O o m m v - m m41 GC\DC\O\D

us :¢6l¢nl\nluT'EE -I-cON:-l
GI v-4 v4
><

o,~2~
_u,,Q. I-hlh

w-1
U\U\

1\ *-ca
o

v-

W H

v-1

' * l - h

u

m

M d i v - 4 `-8s"1»»r8
8°1N~8§HI ` ¢ N
4 '

v-l

m
m
<1-̀
\.O
v-4
o f̀
1-4

\
KD

.
(\|
1-1
L
1-4

o of © 1-( <t- N
N m m oo Lm

m M 1-4 v-1 l \  o  n o
N

.2
1 s

( q
I

o O\ I I

m
q)
>~
GJ
_c
4-1
UP

3
'u
`O
q)
'Jm

Q)x..
q)
3
m

3
folv-4
C
IU
.c
* J

mw
2
J Jm
.c*J
V)a:

4- J
m
`U
C

Q)

,vo
ma

81
of?

al
21 -.

m
8'

. 9 3
1041

88
§ < ~
n'»is'-T
3 v r " °
. 9 8 8~Gu. 8
888m]§Q
< 0

>~E

1 \ 1 \ ( \ l ( V 1 ® 0
* H m m v m m

1-4 Lm8 0.-1f\¢g 4-Iv-4"'40 .Q\ J 8  E * 8 " M
.a== N

GJ q-

U)\_

Wu
I O GJ
c
8"==J
|. roq; C a:G)E > >-< i 1%
m="6 *-o.u ~8L >~<E

g GJ
' U r x..

G)
. a

u
4-

L

.D
\

_n

1-.2
ea" D.
8 5 Q Q Q Q Q D
: 8 : "E
u m a s s e s . .5 £1 - I

-m-wma:
`U

roL..
m

.

m
C
O
C
10

. c4-1
w
V)
GJ

O

w
E
o
174
3

o

G)

E
3
C
w
UP

3
<

-- EE - 333982- -___EE 8 s8 E§§§888ggg8»8§8888§ 88: 888
0 : c : 0 E E E v U  v  V S m S m m g g u m

3§39v w88 E§EEEEE§%§§§§§§$E§
55x5¢§&§558588888§33§§8&3&44
E 5§E§§§§E5§5§§55555555§5W555
\ n ¢ v ~ » » - 4 - i n ¢ v 1 ¢ s o - e v - i w r v m ¢ w c o n m v - n o o n . - 4 9 ' 8 4 - w o o

_W
ro
' 6
1 -

E:Iz

6 in
x. an

8 3
>- 4-1

my
3 4 -
U  o
< \. . . /

N

Ar .
o N M ¢ M @ N @ ® O n m v m w w m o

" " * " ° * * ' L ° * ° f \ ° ° 0 - ' - 4 , - 4 , - 4 » - 4 , - 4 , - 4 , - ¢ - 4 ' - 4 n N ' - ' n n N n N n n n m < ' N (v) ¢m m mm KD
M m



Arizona American - Agua Fria Water Division
Changes in Representative Rate Schedules

Test Year Ended December 31, 2001

Exhibit
Rejoinder Schedule H-3
Page 1
Witness: Kozo ran

Customer Classification
and Meter Size

Present
Rates

Proposed
Rates

Percent
Change

Monthly Usage Charge for:
Residential,Commercial, IrTiQation, Resale and Miscellaneous Customers (a)
5/8 x 3/4 Inch $
3/4 Inch
1 Inch
1 1/2 Inch
2 Inch
3 Inch
4 Inch
6 Inch
8 Inch
Fire Hydrant

10.00
15.00
25.00
53.00
80.00

155.00
200.00
400.00
800.00

$ 10,09
15.15
25.25
53.55
80.80

156.55
202.00
404.00
808.00

0.90%
1 .00%
1.00%
1.04%
1.00%
1.00%
1.00%
1.00%
1.00%

Prison, 4 Inch Meter Rate 200.00 202.00 1 .00%

4 Inch Private Fire
6 Inch Private Fire
8 Inch Private Fire
10 Inch Private Fire
12 Inch Private Fire

30.00
45.00
60.00

120.00
180.00

30.30
45.45
60.60

121.20
181.80

1.00%
1.00%
1.00%
1.00%
1.00%

Gallons In Minimum
AH (except construction, prison, public interruptible)
Construction
Prison
Public Interruptible

Tier 1: Gallons / upper limit
All (except construction, prison, public interruptible)
Construction
Prison
Public Interruptible

8,000
99,999,999
99,999,999
99,999,999

8,000
99,999,999
99,999,999
99,999,999

Line

DLCL
1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

39

40

41

42

43

44

45

46

47

48

49

(a) = Rounded up or down to nearest whole cent



Arizona American - Agua Fria Water Division
Changes in Representative Rate Schedules

Test Year Ended December 31, 2001

Exhibit
Rejoinder Sc H-3
Page 2
Witness: Kozo ran

Customer Classification
and Meter Size

Present
Rates

Proposed
Rates

Percent
Chanqe

Tier 2: (Gallon upper limit, up to, but not exceeding)
All (except construction, prison, public interruptible)
Construction
Prison
Public Interruptible

99,999,999
99,999,999
99,999,999
99,999,999

99,999,999
99,999,999
99,999,999
99,999,999

Tier 3: (Gallon over)
All (except construction, prison, public interruptible)
Construction
Prison
Public Interruptible

99,999,999
99,999,999
99,999,999
99,999,999

99,999,999
99,999,999
99,999,999
99,999,999

Commodity Rates (per 1,000 gallons over minimum and per Tier) (a)
All (except construction, prison) Tier 1
All (except construction, prison) Tier 2
Ali (except construction, prison) Tier 3
All (except construction, prison) Tier 4

$ 1.78
2.24
2.24
2.24

1.80
2.27
2.27
2.27

1.12%
1.34%
134%
1.34%

Construction , Contract Rate $ 1.00 1.00 0.00%

Prison $ 2.02 2.04 0.99%

Public Interruptible , Contract Rate $ 1.00 1.00 0.00%

Raw CAP Water, charge plus additions for cost increases
(Available to golf courses and other irrigation or turf facilities)

$ 0.50 Tariff To Be Canceled

Line

No.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

39

40

41

42

43

44

45

Non Potable Water
(a) = Rounded up or down to nearest whole cent
N/A = Not applicable, as there is no existing tariff for Agua Fria, but tariff exists for Anthem Wastewater

N/A $ 0.62



Arizona American - Agua Fria Water Division
Changes in Representative Rate Schedules

Test Year Ended December 31, 2001

Exhibit
Rejoinder Schedule H-3
Page 3
Witness: Kozo ran

Present Proposed
Rates Rates

$ 30.00 $ 30.00
$ 40.00 $ 40.00
$ 30.00 $ 30.00
$ 40.00 $ 40.00
$ 10.00 $ 10.00

** **
** **

30.00 30.00
40.00 $ 40.00
10.00 $ 10.00

(a) (a)
$ 5.00 5.00

$
$

Other Service Charges
Establishment
Establishment (After Hours)
Reconnection
Reconnection (After Hours)
Meter Test, if less than 3.00% variance
Deposit
Deposit Interest
Re-Establishment
Re-Establishment (After Hours)
NSF Check
Deferred Payment, Per Month
Meter Re-Read
Charge of Moving Customer Meter -
Customer Requested

Late Payment Charge
Cost

1. 50%
Cost

1 _50%

Sprinklers (b) (b)

Line

M
1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

3s

36

37

38

39

40

41

42

43

PER COMMISSION RULES (R14-2-403.B), with interest rates as filed by the Company
or at 6.00%.

(a) May include a finance charge as approved by the Commission in a tariff proceeding.
Groundwater Withdrawal Fees shall be collected as an assessment, and is subject to annual
revisions as required due to changes in rates charged by the Arizona Department of Water
Resources ("ADWR"). Includes an allowance of 10% lost and unaccounted for water.
IN AoDmon To THE coLLEcnon oF REGULAR RATES, THE UTILITY WILL COLLECT FROM
ITS CUSTOMERS A PROPORTIONATE SHARE OF ANY PRIVILEGE, SALES, USE, AND FRANCHISE
TAX. PER COMMISSION RULE (14-2-409.D 5)

ALL ADVANCES AND/OR CONTRIBUTIONS ARE TO INCLUDE LABOR, MATERIALS, OVERHEADS,
AND ALL APPLICABLE TAXES, INCLUDING ALL GROSS-UP TAXES FOR INCOME TAXES,
DEPENDING on WHETHER THE COMPANY CHOOSES RATE BASE OR GROSS- up TREATMENT.

(b) 1.00% of the monthly minimum for a comparable sized meter connection, but no less than $5 per month

* *



Arizona American - Agua Fria Water Division
Changes in Representative Rate Schedules

Test Year Ended December 31, 2001

Exhibit
Schedule H-3
Page 4
Witness: Kozo ran

Proposed
Rates

Meter Size
5/8 x 3/4 Inch
3 /4 Inch, will no longer be installed
1 Inch
1 1/2 Inch
2 Inch
3 Inch
4 Inch
6 Inch
8 Inch

Present
Rates

Service Line
Present Proposed
Charges Charcxes

$255 $370
$255 $370
$275 $420
$290 $450
$315 $580

Cost $765
Cost $1,120
Cost $6,020
Cost Cost

Meter Installation
Present
Charcmes
$ 65
$ 105
$ 145
$ 345
$ 775

Cost
Cost
Cost
COSt Cost

Proposed
Charges

$ 130
$ 205
$ 240
$ 450
$ 1,640
$ 2,195
$ 3,145
$ 6,120

As meters and service lines are now taxable income for income purposes, The Company
shall collect income taxes on the meter and service line charges.
Any tax collected will be refunded each year that the meter deposit is refunded.

Water Fa cililties Hook-up Fee (a)
Meter Size: Factor
5/8 x 3/4 Inch 1 1,150
3 /4 Inch 1.5 1,725
1 Inch 2.5 2,875
1 1/2 Inch 5 5,750
2 Inch 8 9,200
3 Inch 16 18,400
4 Inch 25 28,750
6 inch 50 57,500
8 Inch 100 115,000
(a) Accounted for as a Contribution in Aid of Construction

$ $ 1,150
1,725
2,875
5,750
9,200

18,400
28,750
57,500

115,000

Line
NJL Other Service Charqes
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43

Central Arizona Project Hook-up Fee
Meter Size: ERU
5/8 x 3/4 Inch 1
3 /4 Inch 1.5
1 Inch 2.5
1 1/2 Inch 5
2 Inch 8
3 Inch 16
4 Inch 25
6 Inch 50
8 Inch 100
ERU = Equivalent Residential Unit

$ 150
225
375
750

1,200
2,400
3,750
7,500

15,000

$ 150
225
375
750

1,200
2,400
3,750
7,500

15,000
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Arizona American - Anthem Water Exhibit
Rejoinder Schedule G-9
Page 1
Witness: Kozo ran

Test Year Ended December 31, 2001
Comparison of ACC Staff Proposed Rates to Computed Rates from Cost of Service Study
to Computed Rates from Cost of Service Study without Equity Return or Income Taxes

Line

1 $ 5.3291

8.72
0.38
0.64
9.74

Computed Commodity Cost from Rejoinder Schedule G-8, Page pa

Computed Customer Cost for Meter from Rejoinder Schedule G-8, Page 4a
Computed Service Line Cost for Meter from Rejoinder Schedule G-8, Page 4a
Computed Meter Cost for Meter from Rejoinder Schedule G-8, Page pa
Computed Monthly Minimum Charge with zero gallons in minimum from Rejoinder Schedule G~8, Page pa $

$ 11.45

Acc Staff Proposed Rates
Proposed Monthly Minimum for 5/8" Meter
Proposed Commodity Rate

0 to 4,000
4,001 to 100,000

Over 100,001

$
$
$

0.88
1.32
1.57

Col. 1 Col, 2 Col. 3 Col. 4
(car. 2+ 3)

Col. 5 Col. 6 Col. 7_ Col. 8
(Col. 6 + 7)

Computed Costs, without Equity
Return or IncOme Taxes

Usage

Monthly
Minimum Commodity
Revenue Revenue
$ 9.74 -
$ 9.74 $53291

9.74 10.66
9.74 15.99
9.74 21.32
9.74 26.65
9.74 31.97
9.74 37.30
9.74 42.63
9.74 47.96
9.74 53.29
9.74 58.62
9.74 63.95
9.74 69.28
9.74 74.61
9.74 79.94
9.74 85.27
9.74 90.60
9.74 95.92
9.74 101.25
9.74 106.58
9.74 133.23
9.74 159.87
9.74 186.52
9.74 213.16
9.74 239.81
9.74 266.46
9.74 293.10
9.74 319.75
9.74 346.39
9.74 373.04
9.74 799.37

Total
Cost of
Service

$ 9.74
$ 15.07

20.40
25.73
31.06
36.39
41.72
47.05
52.38
57.70
63.03
68.36
73.69
79.02
84.35
89.68
95.01

100.34
105.67
111.00
116.32
142.97
169.62
196.26
222.91
249.55
276.20
302.84
329.49
356.14
382.78
809.11

<-(a)->
Usage
Level
When

Revenues
Equal

Expenses
Can Not

be
Achieved

As
Proposed

Pnmmndib/

Rates &
Proposed
Monthly
Minimum
Rates

are Below
Actual
Cost to
Service

Computed
Cost of
Service
Rates
Do Not
Include

Rate
of Return
on Equity
or Income

Taxes

$ 0.88
1.76
2.64
3.52
4.84
6.16
7.48
8.80

10.12
11.44
12.76
14.08
15.40
16.72
18.04
19.36
20.68
22.00
23.32
24.64
31.24
37.84
44.44
51.04
57.64
64.24
70.84
77.44
84.04
90.64

215.02

Total
Revenue

$ 11.45
12.33
13.21
14.09
14.97
16.29
17.61
18.93
20.25
21.57
22.89
24.21
25.53
26.85
28.17
29.49
30.81
32.13
33.45
34.77
36.09
42.69
49.29
55.89
62.49
69.09
75.69
82.29
88.89
95.49

102.09
226.47

Col. 9
(Col, 8-4)
Recovery

of Expenses
or,

(Lack of
Recoverv)

$ 1.71
(2.74)
(7.19)

(11.64)
(16.09)
(20.10)
(24.11)
(28.12)
(32.13)
(36.13)
(40.14)
(44.15)
(48.16)
(52.17)
(56.18)
(60.19)
(64.20)
(68.21)
(72.22)
(76.23)
(80.23)

(100.28)
(120.33)
(140.37)
(160.42)
(180.46)
(200.51)
(220.55)
(240.60)
(260.65)
(280.69)
(582.64)

2

3

4

5

6

7

8

9

10

1 1

12

13

14

15

16

17

18

19

20

2 1

22

23

24

25

26

27

28

29

30

3 1

3 2

33

34

35

36

37

38

39

40

4 1

4 2

43

44

45

46

47

48

49

50

5 1

52

53

54

54

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
11,000
12,nnn

13,000
14,000
15,000
16,000
17,000
18,000
19,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
55,000
60,000
65,000
70,000

150,000
Average Usage

10,212 9.74 54.42 64.16
(a) Revenues equal Expenses at zero usage

Monthly
Minimum Commodity

Usaoe Revenue Revenue
_ $ 11.45

1,000 11.45
2,000 11.45
3,000 11.45
4,000 11.45
5,000 11.45
6,000 11.45
7,000 11.45
8,000 11.45
9,000 11.45

10,000 11.45
11,000 11.45
12,000 11.45
13,000 11.45
14,000 11.45
15,000 11.45
16,000 11.45
17,000 11.45
18,000 11.45
19,000 11.45
20,000 11.45
25,000 11.45
30,000 11.45
35,000 11.45
40,000 11.45
45,000 11.45
50,000 11.45
55,000 11.45
60,000 11.45
65,000 11.45
70,000 11.45

150,000 11.45
Average Usage

10,212 11.45 11.72 23.17 (40.99)



Arizona American - Anthem Water Exhibit
Rejoinder Schedule G-9
Page 2
Witness: Kozo ran

Test Year Ended December 31, 2001
Comparison of Acc Staff Proposed Rates to Computed Rates from Cost of Service Study
to Computed Rates from Cost of Service Study with Equity Return and IncomeTaxes

Line

1 $ 6.4174

9.05
1.06
0.65

10.76

Computed Commodity Cost from Rejoinder Schedule G-8, Page 4

Computed Customer Cost for Meter from Rejoinder Schedule G-8, Page 4
Computed Service Line Cost for Meter from Rejoinder Schedule G-8, Page 4
Computed Meter Cost for Meter from Rejoinder Schedule G-8, Page 4
Computed Monthly Minimum Charge with zero gallons in minimum from Rejoinder Schedule G-8, Page 4 $

$ 11.45

Acc Staff Proposed Rates
Proposed Monthly Minimum for 5/8" Meter
Proposed Commodity Rate

0 to 4,000
4,001 to 100,000

Over 100,001

$
$
$

0.88
1.32
1.57

Col .  1 Col. 2 Col. 3 Col. 4
(Col. 2+ 3)

Col. 5 Col. 6 Col. 7 Col. 8
(Col. 6 + 7)

Computed Costs, with Equity
Return and Income Taxes

COL 9

(Col ,  8-4)

Recovery

of Expenses

Rate of

Return & Tax

Usage
Commodity

Revenue

Monthly
Minimum
Revenue
$ 10.76
$ 10.76

10.76
10.76
10.76
10.76

$6.4174

Total
Cost of
Service

$ 10.76
$ 17.17

23.59
30.01
36.42
42,84
49.26
55.68
62.09
68,51
74.93
81.35
87.76
94.18

100.60
107.02
113.43
119.85
139.10
171.19
203.28
235.37
267.45
299.54
331.63
363.71
395.80
427.89
459.98
973.37

<-(a)->
Usage
Level
When

Revenues
Equals

Expenses
and Return
cannot be
Achieved

As Proposed
Commodity

Rates &
Proposed
Monthly
Minimum

Rates
are Below

Actual
Cost

to Service
Computed

$
12.83
19.25
25.67
32.09
38.50
44.92
51.34
57.76
64.17
70.59
77.01
83.43
89.84
96.26

102.68
109.10
128.35
160.44
192.52
224.61
256.70
288.79
320.87
352.96
385.05
417.13
449.22
962.62

0.88
1.76
2.64
3.52
4.84
6.16
7.48
8.80

10.12
11.44
12.76
14.08
15.40
16.72
18.04
19.36
20.68
24.64
31.24
37.84
44.44
51.04
57.64
64.24
70.84
77.44
84.04
90.64

215.02

Total
Revenue

$ 11.45
12.33
13.21
14.09
14.97
16.29
17.61
18.93
20.25
21.57
22.89
24.21
25.53
26.85
28.17
29.49
30.81
32.13
36.09
42.69
49.29
55.89
62.49
69.09
75.69
82.29
88.89
95.49

102.09
226.47

or
(Lack of
Recovery)

$ 0.69
(4.84)

(10.38)
(15.92)
(21.45)
(26.55)
(31.65)
(36.75)
(41.84)
(46.94)
(52.04)
(57.14)
(62.23)
(67.33)
(72.43)
(77.53)
(82.62)
(87.72)

(103.01)
(128.50)
(153.99)
(179.48)
(204.96)
(230.45)
(255.94)
(281.42)
(306.91)
(332.40)
(357.89)
(746.90)

2

3

4

5

6

7

8

9

10

1 1

12

13

14

15

16

17

18

19

20

2 1

2 2

23

24

25

26

27

28

29

30

3 1

3 2

33

34

35

36

37

38

39

40

4 1

4 2

43

44

45

46

47

48

49

50

5 1

52

53

54

54

1,000
2,000
3,000
4,000
5,000
6,000 10.76
7,000 10.76
8,000 10.76
9,000 10.76

10,000 10.76
11,000 10.76
12,000 10.76
13,000 10.76
14,000 10.76
15,000 10.76
16,000 10.76
17,000 10.76
20,000 10.76
25,000 10.76
30,000 10.76
35,000 10.76
40,000 10.76
45,000 10.76
50,000 10.76
55,000 10.76
60,000 10.76
65,000 10.76
70,000 10.76

150,000 10.76
Average Usage

10,212 $ 10.76 $65,535 $ 76.29
(a) Revenues equal Expenses, Return and

Monthly
Minimum Commodity

Usage Revenue Revenue
.. $ 11.45

1,000 11.45
2,000 11.45
3,000 11.45
4,000 11.45
5,000 11.45
6,000 11.45
7,000 11.45
8,000 11.45
9,000 11.45

10,000 11.45
11,000 11.45
12,000 11.45
13,000 11.45
14,000 11.45
15,000 11.45
16,000 11.45
17,000 11.45
20,000 11.45
25,000 11.45
30,000 11.45
35,000 11.45
40,000 11.45

Cost of 45,000 11.45
Service 50,000 11.45
Rates 55,000 11.45

Includes 60,000 11.45
Rate 65,000 11.45

of Return 70,000 11.45
on Equity 150,000 11.45

and Income Average Usage
Taxes 10,212 11.45

Income Taxes at zero usage
11.72 23.17 (53.12)
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Arizona American - Anthem Water
(Formerly Known as Citizens Water Services / Water)

Summary of Revenues by Customer Classification - Present and Proposed Rates
With Annualized Revenues to Year End Number of Customers

Test Year Ended December 31, 2001

Exhibit
Rejoinder Schedule H-1
Page 1
Witness: Kozo ran

Line
No.

Dollar
Chance

Percent
Chanqe

Percent Percent
of of

Present Proposed
Water Water

Revenues Revenues

$

i

Adjusted
Present

Revenues
$ 3,606

620,738
650,122

2,834
65, 116

Proposed
Revenues
$ 3,576

615,713
646,251

2,822
64,551

(30)
(5,025)
(3,871)

(13)
(565)

-0.84%
-0.81%
-0.60%
-0.44%
-0.87%

0.09%
16.29%
17.07%
0.07%
1.71%

0.09%
16.21%
17.02%
0.07%
1.70%

2,064
50,820
19,528

100,690
63,160

z,049
50,353
19,347
99,846
62,640

(15)
(467)
(181)
(844)
(520)

-0.74%
-0.92%
-0.93%
-0.84%
-0.82%

0.05%
1.33%
0.51%
2.64%
1.66%

0.05%
1.33%
0.51%
2.63%
1.65%

(9)
(147)

Meter
Size

5/8 Inch
3/4 Inch
1 Inch

1.5 Inch
2 Inch
3 Inch
4 Inch

3/4 Inch
1 Indl

1.5 Inch
2 Indy
3 Indy
2 Inch
3 Inch
6 Inch

10 Inch
4 Inch
6 Inch

Miscellanea
Citizens W
Subtotal

Customer Classification

Residential

Residential
Residential

Residential

Residential
Residential

Residential

Commercial

Commercial

Commercial

Commercial

Commercial

Wholesale

Wholesale

Wholesale

Wholesale

Fire Protection

Fire Protection

out Revenues

amer Resouces (Treatco)

Water Revenues

0.00%
0.00%
0.00%

-0.28%
-0.74%
0.00%
0.00%

-0.31°/o

0.31%
0.00%
0.48%
0.09 %
0.52%

51 .20°/o
5.96%

100.00%

0.31%
0.00%
0.49%
0.09%
0.52%

51.35%
5.97°/0

100.00%

11,915
56

18,457
3,330

19,845
1,950,387

226,872
$3,809,540

11,915
56

18,457
3,321

19,698
1,950,387

226,872
$3,797,852 $ (11,688)

(533)
(568)

32

(12)
(15)

(116)
(114)
201

(18,289) $
66,618
98,254
(3,861)
1,630
2,631

12,690
13,446

(23,929)
45,275

5
1,678

0.00%
-0.79%
-0.57%
-0.83%
-0. 75%
-0.55%
-0.91%
-0.84%
-0.83%
0.00%
0.00%
0.00%

-0.74%
-0.57%

Bills

(8)
2,306
2,102

(12)
68
59
27
40

(40)
19
1
1

(3)

Additional
Gallons

in 1,000's
(29,498)
15,163
15,859
(1,467)

277
379

5,539
5,180

(8,865)
20,961

2
777

Revenue Annualization
Citizens Water Resouces (Treatco)
3/4 Inch Residential
1 inch Residential
2 Inch Residential

3/4 Inch Commerciaf
1 Inch Commercial

1.5 Inch Commercial
2 Inch Commercial
3 Inch Commercial
3 Inch Wholesale
6 Inch Wholesale
10 Inch Wholesale
6 Inch Fire Protection

Total Revenues Annualziations
Total W ater Revenues with
Revenue Annualizaiton

$ (18,289) $
67,152
98,822
(3,894)
1,642
2,646

12,807
13,560

(24,131)
45,275

5

1,678

(405)

$ 196,868 $

(402)
195,747 $

3
(1,121)

$4,006,408 $3,993,599 $ (12,809) ~0.32°/o 4,560 24,306

1

2

3

4

5
6

7

8

9

10
11

12

13

14

15

16

17

18

19
20

21

22

23

24

25
26

27
28

29

30
31

32

33
34

35

36

37

38

39

40
41

42

43

44

45

46

47
48 (A) Customer Growth Annualization is calculated by computing the change in the number of customers by month from the
49 beginning of the year t the end of the year, and then multiplying the additional customers times the average revenue for
50 that month.

I
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Arizona American - Anthem Water Exhibit
Rejoinder Schedule H-3
Page 1
Witness: Kozo ran

(Formerly Known as Citizens Water Services / Water)
Changes in Representative Rate Schedules

Test Year Ended December 31, 2001

Customer Classification
and Meter Size

Present
Rates

Proposed
Rates

Percent
Chanqe

Line

No.

1

2

3

4

5

Percentage Increase in Monthly Minimums
Percentage Increase in Commodity Rates

$ 16.00
16.00
32.00

. 64.00
80.00

160.00
200.00
250.00

$

Monthly Usage Charge for:
Residential,Commercial

5/8 x 3/4 Inch
3/4 Inch
1 Inch
1 1/2 Inch
2 Inch
3 Inch
4 Inch
6 Inch
8 Inch
Private Fire Protection (Flat Rates)
3 Inch
4 Inch
6 Inch
8 Inch
10 Inch

(a)
(a)
(8)
(3)
(a)
(a>
(a)
(a)
<a>

15.90
15.90
31.88
63.80
79.75

159.40
199.40
248.75

1,272.00

-0.62%
-0.62%
-0.38°/o
-0.31°/o
-0.31%
-0.37%
-0.30%
-0.50%
0.00%

(a)
(a>
(a>
<a>
(a>

70.00
90.00

135.00
180.00
360.00

69.80
89.75

134.00
178.59
357.50

-0.29%
-0 l 28%
-0.74%
-0.78%
-0 .69%

Wholesale 0.00%

Gallons In Minimum
All

Tier 1: Gallons upper limit
All, except wholesale
Wholesale

999,999,999
999,999,999

999,999,999
999,999,999

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

39

40

(a) Rounded



Arizona American - Anthem Water Exhibit
Rejoinder Schedule H-3
Page 2
Witness: Kozo ran

(Formerly Known as Citizens Water Services / Water)
Changes in Representative Rate Schedules

Test Year Ended December 31, 2001

Customer Classification
and Meter Size

Present
Rates

Proposed
Rates

Percent
Chanqe

Tier 2: (Gallon upper limit, up to, but not exceeding)
All, except wholesale
Wholesale

999,999,999
999,999,999

999,999,999
999,999,999

Tier 3: (Gallon over)
All, except wholesale
Wholesale

999,999,999
999,999,999

999,999,999
999,999,999

Commodity Rates (per 1,000 Gallons over minimum and per Tier)
All, except wholesale Tier 1 (a)
All, except wholesale Tier 2 (a)
All, except wholesale Tier 3 (a)
All, except wholesale Tier 4 (a)

$ 2.00
2.00
2.00

$ 1.98
1.98
1.98
1.98

- 1 .00%

.. 1 .00%

_ 1 .00%

Line

No.

1

2

3

4

5

6

7

8

9

10

1 1

12

13

14

15

16

17

18

19

20

2 1

22

23

24

25

26

27

28

29

30

3 1

32

33

34

35

36

37

38

Wholesale
Contract Rate
(a) Rounded

$ 2.16 2.16 0.00%



Arizona American - Anthem Water Exhibit
Rejoinder Schedule H-3
Page 3
Witness: Kozo ran

(Formerly Known as Citizens Water Services / Water)
Changes in Representative Rate Schedules

Test Year Ended December 31, 2001

Present
Rates

$ 60.00
$ 90.00
$ 30.00
$ 45.00
$ 30.00

* *

Proposed
Rates

$ 60.00
$ 90.00
$ 40.00
$ 55.00
$ 30.00

* *

***

X*

* *

***

$ 20.00 $ 20.00
1.50% 1.50%

$ 10.00 10.00

Cost
1 . 50%

Cost

Cost
1 .50°/o

Cost

*x

Line
Other Service charges

1 Establishment
2 Establishment (After Hours)
3 Reconnection (Deliquent)
4 Reconnection (After Hours)
5 Meter Test
6 Deposit
7 Deposit Interest
8 Re-Establishment (With-in 12 Months)
9
10 NSF Check
11 Deferred Payment, Per Month (b)
12 Meter Re-Read
13 Charge of Moving Customer Meter -
14 Customer Requested
15 Late Payment Charge, greater of 1.50% or
16 Damages to Meter Locks, Valves, Seals
17 Sprinklers
18
19
20 PER COMMISSION RULES (R14-2-403.B)
21 *** MONTHS OFF SYSTEM TIMES MINIMUM (R14-2-403.D)
22 IN ADDITION To THE COLLECTION oF REGULAR RATES, THE UTILITY WILL COLLECT FROM

23 ITS CUSTOMERS A PROPORTIONATE SHARE oF ANY PRIVILEGE, SALES, USE, AND FRANCHISE

24 TAX. PER COMMISSION RULE (14-2-409.D 5)

25 ALL ADVANCES AND/OR CONTRIBUTIONS ARE To INCLUDE l.ABOR, MATERIALS, OVERHEADS,

26 AND ALL APPLICABLE TAXES, INCLUDING ALL GROSS-UP TAXES FOR INCOME TAXES.

27 (a) 1.00% of the monthly minimum for a comparable sized meter connection, but no less than $5 per month
28
29
30
31 Meter Size
32 5/8 x 3/4 Inch
33 3 / 4 Inch
34 1 Inch
35 1 1/2 Inch
36 2 Inch
37 3 Inch
38 4 Inch
39 6 Inch
40 8 Inch
41
42 As meters and service lines are now taxable income for income purposes, The Company
43 shall collect income taxes on the meter and service line charges.
44 Any tax collected will be refunded each year that the meter deposit is refunded.

Present

Charges

$320

$320

$420

$635

$1,090

Cost

Cost

Cost

Cost

Proposed

Charges

$500

$575

$660

$900

$1,525

Cost

Cost

Cost

Cost



1

ANTHE1VI/ AGUA FRIA WASTEWATER

\

\

r

x

I

\.



I
I

E

8m
QN

(A G W" **
v-4 m N
o f  m 6

1-1

N
'*!
o

<1'
no
1-4\
KO
vs

1 1

o D

v- OH  o
~»-4 O
Lm o

1-1

' o
*é* v x.
v
if "a
G.

88
o~\v-4V)v:Ov-4

D**:\DOa w v
v es.,

D. ¢r

E
.Q c4-'=
`o 8|--3|'U
<

um ..181 ̀  ̀O O m  o \ é

CJ
8
\D
'w
v-4

<r of o~l-4 Lm M
1-4
N

m
KD
l a
Lm

'T'

QS
3 8
'u EGJ
£ OU N
mm Q$ .

m! ; "Up- im_op
-- o W :
..C~--\UPu.15"'~

cu

4-1 s.
c'E vu-u

°°s3
q) o.
o.

up o oin
v =' `£  3c , .
cy v of oL > re

wx

8m o
'woetoom o

1-1

'8 V)
O
98 §
'u M
<

53

Q Q
:
q) . v8 § no inv .c m ctr
o. U

Q- Lnm Lm
,\9 Q :.e 8
h. c: O ¢*'>
<1-_ Q cz of
'~D CO O q~
r"': v-I

i0 8688
3.88
9

8 8 8N w 1-1
v-_ of 'wLOm©m m 1-4

l. v
=~ :
o av m.c NQ u1
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Arizona American - Anthem I Agua Fria Wastewater

(Formerly Citizens Water Services / Wastewater)
Changes in Representative Rate Schedules

Test Year Ended December 31, 2001

Exhibit
Rejoinder Schedule H-3
Page 1

Witness: Kozo ran

Customer Classification
and Meter Size

Present
Rates

Proposed
Rates

Percent
Chanqe

Monthly Usage Charge for:
Residential and Commercial

Residential
Small Commercial 5/8 Inch Meter

Small Commercial 3/4 Inch Meter
Small Commercial 1 Indl Meter
Large Commercial

(a)
(a)
(a)
(a)
(a)

$ 16.00
16.00
24.00
32,00
64.00

$
$
$
$
$

21.85

21.85
32.80
43.75
87.30

36.56%
36.56%
36.67%
36.72%
36_41%

In Addition to the above charges, customers will also pay for commodity treated, which is listed below.
There are no commodity charges, once the gallons listed below is discharged.

Llsaoe (Der 1,000 Gallons, up to)

Residential
Small Commercial 5/8 Inch Meter
Small Commercial 3/4 Inch Meter
Small Commercial 1 Inch Meter
Large Commercial

7,000
10,000
15,000
25,000

999,999,999

7,000
10,000

15,000
25,000

999,999,999

Usage Rates (per 1,000 gallons up to limit)
Residential
Small Commercial 5/8 Inch Meter
Small Commercial 3/4 Inch Meter

Small Commercial 1 Inch Meter
Large Commercial

(a)
(a)
(a)
(a)
(a)

$ 2.00
2.00
2.00
2.00
2.00

$ 2.73
2.73
2.73
2.73

2.73

36.50°/o
36.50%
36.50%
36.50%
36.50%

$ 765.00 $ 765.00Capacity Reservation Charge
(a) Rounded to nearest whole cent
Annual Fee for Industrial Discharqe Service
For those customers consuming an amount of water less than or equal
50,000 gallons per month through one or more water meters to the
same facility, inclusive of meters used for irrigation: $ 500.00 $ 500.00

Line
No.
1
2

3
4
5

6
7

8
9
10
11
12
13
14
15
16
17
18
19

20
21
22
23
24
25
26
27
28

29
30
31

32
33

34
35
36

37
38
39
40
41

42
43
44
45
46
47

For those customers consuming an amount of water greater than
50,000 gallons per month through one or more water meters to the
same facility, inclusive of meters used for irrigation: $ 1,000.00 $ 1,000.00

Annual Fee for Industrial Discharge Service charges shall be non-refundable and shall be assessed
in advance each January by the Company by special billing. For new customers receiving this service,
a prorated charge shall be assessed.
(al Rounded



Arizona American - Anthem / Agua Fria Wastewater
(Formerly Citizens Water Services / Wastewater)

Changes in Representative Rate Schedules
Test Year Ended December 31, 2001

Exhibit
Rejoinder Schedule H-3
Page 2
Witness: Kozo ran

$
$
$
$

Present
Rates

30.00
45.00
30.00
45.00

$
$
$
$

Proposed
Rates

30.00
45.00
40.00
55.00

* *

* *

*xx

* *

* *

***

$ 15.00
1.50%

$ 15.00
1.50%

1.50% 1.50%

Line
No. Other Service Charges
1 Establishment
2 Establishment (After Hours)
3 Reconnection (Deliquent)
4 Reconnection (After Hours)
5
6 Deposit
7 Deposit Interest
8 Re~Establishment (With-in 12 Months)
9
10 NSF Check
11 Deferred Payment, Per Month (b)
12
13
14
15 Late Payment Charge
16
17
18
19
20 PER COMMISSION RULES (R14-2-403.B)
21 *** MONTHS OFF SYSTEM TIMES MINIMUM (R14-2-403.D)
22 IN ADDITION To THE COLLECTION oF REGUl_AR RATES, THE UTILITY WILL COLLECT FROM

23 ITS CUSTOMERS A PROPORTIONATE SHARE OF ANY PRIVILEGE, SALES, USE, AND FRANCHISE

24 TAX. PER COMMISSION RULE (14-2-409.D 5)

25 ALL ADVANCES AND/OR CONTRIBUTIONS ARE To INCLUDE LABOR, MATERIALS, OVERHEADS,

26 AND ALL APPLICABLE TAXES, INCLUDING ALL GROSS-UP TAXES FOR INCOME TAXES.

27 (a) 1.00% of the monthly minimum for a comparable sized meter connection, but no less than $5 per month
28
29 Annual Fee for Industrial Discharqe Service
30 For those customers consuming an amount of water less than or equal
31 50,000 gallons per month through one or more water meters to the
32 same facility, inclusive of meters used for iii $ 500.00 $ . 500.00
33
34
35 For those customers consuming an amount of water greater than
36 50,000 gallons per month through one or more water meters to the
37 same facility, inclusive of meters used for iii $ 1,000.00 $ 1,000.00
38
39 Annual Fee for Industrial Discharge Service charges shall be non-refundable and shall be assessed
40 in advance each January by the Company by special billing. For new customers receiving this service,
41 a prorated charge shall be assessed.
42
43
44

* *
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Arizona American - Havasu Water Exhibit
Rejoinder Schedule G-9
Page 1
Witness: Kozo ran

Test Year Ended December 31, 2001
Comparison of Acc Staff Proposed Rates to Computed Rates from Cost of Service Study
to Computed Rates from Cost of Service Study without Equity Return or Income Taxes

$1.1279

8.79
1.52
1.62

$ 11.93

$ 9.24

Acc Staff Proposed Rates
Proposed Monthly Minimum for 5/8" Meter
Proposed Commodity Rate

0 to 4,000
4,001 to 100,000

Over 100,001

$
$
$

0.81
1.21
1.45

Col. 1. Col. 2 Col. 3 Col. 5 Col. 6 Col. 8
(Col. 6 + 7

Computed Costs, without Equity
Return or Income Taxes

Commodity
Revenue

Monthly
Minimum
Revenue
$ 9.24

9.24
9.24
9.24
9.24
9.24
9.24
9.24
9.24
9.24
9.24
9.24
9.24
9.24
9.24
9.24
9.24
9.24
9.24
9.24
9.24
9.24
9.24
9.24
9.24
9.24
9.24
9.24
9.24
9.24
9.24

Commodity

Revenue

Col. 9

(Col, 8-4)

Recover

of Expenses

or,

(Lack of

Recoverv)

$
0.81
1.62
2.43
3.24
4.45
5.66
6.87
8.08
9.29

10.50
11.71
12.92
14.13
15.34
16.55
17.76
18.97
20.18
21.39
22.60
23.81
25.02
26.23
27.44
28.65
29.86
31.07
32.28
33.49
61,74

Total
Revenue
$ 9.24

10.05
10.86
11.67
12.48
13.69
14.90
16.11
17.32
18.53
19.74
20.95
22.16
23.37
24.58
25.79
27.00
28.21
29.42
30.63
31.84
33.05
34.26
35.47
36.68
37.89
39.10
40.31
41.52
42.73
70.98

(2.69)
(3.01)
(3.33)
(3.65)
(3.97)
(3.88)
(3.80)
(3.72)
(3.64)
(3.56)
(3.47)
(3.39)
(3.31)
(3.23)
(3.15)
(3.06)
(2.98)
(2.90)
(2.82)
(2.73)
(2.65)
(2.57)
(2.49)
(2.41)
(2.32)
(2.24)
(2.16)
(2.08)
(2.00)
(1.91)
0.00

Line

MY
1

2
3
4
5

6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
4s
46
47
48
49
50
51
52
53
54

Computed Commodity Cost from Rejoinder Schedule G-8, Page 4a

Computed Customer Cost for Meter from Rejoinder Schedule G-8, Page 4a
Computed Service Line Cost for Meter from Rejoinder Schedule G-8, Page pa
Computed Meter Cost for Meter from Rejoinder Schedule G-8, Page 4a
Computed Monthly Minimum Charge with zero gallons in minimum from Rejoinder Schedule G~8, Page pa

Col. 4 Col. 7
(Col. 2+ 3)

Monthly Total
Minimum Cost of

Usage Revenue Service Usage
- $ 11.93 - $ 11.93

1,000 $ 11.93 $ 1.1279 $ 13.06 1,000 $
2,000 11.93 2.26 14.19 2,000
3,000 11.93 3.38 15.32 3,000
4,000 11.93 4.51 16,45 4,000
5,000 11.93 5.64 17.57 5,000
6,000 11.93 6.77 18.70 6,000
7,000 11.93 7.90 19.83 7,000
8,000 11.93 9.02 20.96 8,000
9,000 11.93 10.15 22.09 9,000

10,000 11.93 11.28 23.21 10,000
11,000 11.93 12.41 24.34 11,000
12,000 11.93 13.53 25.47 12,000
13,000 11.93 14.66 26.60 13,000
14,000 11.93 15.79 27.73 14,000
15,000 11.93 16.92 28.85 15,000
16,000 11.93 18.05 29.98 16,000
17,000 11.93 19.17 31.11 17,000
18,000 11.93 20.30 32.24 18,000
19,000 11.93 21.43 33.36 19,000
20,000 11.93 22.56 34.49 20,000
21,000 11.93 23.69 35.62 21,000
22,000 11.93 24.81 36.75 22,000
23,000 11.93 25.94 37.88 23,000
24,000 11.93 27.07 39.00 24,000
25,000 11.93 28.20 40.13 25,000
26,000 11.93 29.33 41.26 26,000
27,000 11.93 30.45 42.39 27,000
28,000 11.93 31.58 43.52 28,000
29,000 11.93 32.71 44.64 29,000

52,350 11.93 59.05 70.98 <-(a)-> 52,350
Average Usage Average Usage

7,650 11.93 8.63 20.56 7,650 9.24 7.66 16.90
(a) Usage level where revenues equal expenses, no recovery of return or income taxes

(3.67)



Arizona American - Havasu Water
Test Year Ended December 31, 2001

Comparison of Acc Staff Proposed Rates to Computed Rates from Cost of Service Study
to Computed Rates from Cost of Service Study with Equity Return and Income Taxes

Exhibit
Rejoinder Schedule G-9
Page 2
Witness: Kozo ran

Computed Commodity Cost from Rebuttal Schedule G-8, Page 4 $1.3059

Computed Customer Cost for Meter from Rejoinder Schedule G-8, Page 4
Computed Service Line Cost for Meter from Rejoinder Schedule G~8, Page 4
Computed Meter Cost for Meter from Rejoinder Schedule G-8, Page 4
Computed Monthly Minimum Charge with zero gallons in minimum from Rejoinder Schedule G-8, Page 4

9.15
2.10
2.04

$ 13.28

$ 9.24

Acc Staff Proposed Rates
Proposed Monthly Minimum for 5/8" Meter
Proposed Commodity Rate

0 to 4,000
4,001 to 100,000

Over 100,001

$
$
$

0.81
1.21
1.45

Col. 1 Col. 2 CoL 3 Col. 4
(Col. 2+ 3)

Col. 5 Col. 6 Col. 7 Col. 8
(Col. 6 + 7

Computed Costs, with Equity
Return and Income Taxes

Usage
Commodity

Revenue
Commodity

Revenue

Col. 9

(Col ,  8-4)

Recovery

of Expenses

Rate of

Return &

IncomeTax

or (Lack of

Recovery)

$

Monthly
Minimum
Revenue
$ 13.28
$ 13.28

13.28
13.28
13.28
13.28
13.28
13.28
13.28
13.28
13.28
13.28
13.28
13.28
13.28
13.28
13.28
13.28
13.28
13.28
13.28
13.28
13.28
13.28
13.28
13.28
13.28
13.28
13.28

$ 1.3059
2.61
3.92
5.22
6.53
7.84
9.14

10.45
11.75
13.06
14.37
15.67
16.98
18.28
19.59
20.90
22.20
23.51
24.81
26.12
27.42
28.73
30.04
31.34
32.65
33.95
35.26

268.76

Total
Cost of
Service

$ 13.28
$ 14.59

15.90
17.20
18.51
19.81
21.12
22.42
23.73
25.04
26.34
27.65
28,95
30.26
31.57
32.87
34.18
35.48
36.79
38.10
39.40
40.71
42.01
43.32
44.63
45.93
47.24
48.54

282.05

$ 0.81
1.62
2.43
3.24
4.45
5.66
6.87
8.08
9.29

10.50
11.71
12.92
14.13
15.34
16.55
17.76
18.97
20.18
21.39
22.60
23.81
25.02
26.23
27.44
28.65
29.86
31.07

272.81

Total
Revenue
$ 9.24

10.05
10.86
11.67
12.48
13.69
14.90
16.11
17.32
18.53
19.74
20.95
22.16
23.37
24.58
25.79
27.00
28.21
29.42
30.63
31.84
33.05
34.26
35.47
36.68
37.89
39.10
40.31

202.05

(4.04)
(4.54)
(5.04)
(5.53)
(6.03)
(6.12)
(6.22)
(6.31)
(6.41)
(6.51)
(6.60)
(6.70)
(6.79)
(6.89)
(6.99)
(7.08)
(7.18)
(7.27)
(7.37)
(7.47)
(7.56)
(7.66)
(7.75)
(7.85)
(7.95)
(8.04)
(8.14)
(8.23)
0.00

Line

1

2
3
4
5
6

7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
11,000
12,000
13,000
14,000
15,000
16,000
17,000
18,000
19,000
20,000
21,000
22,000
23,000
24,000
25,000
26,000
27,000

205,800
Average Usage

7,650 $ 13.28

<-(a)->

$ 9.990 $ 23.27

Monthly
Minimum

Usage Revenue
- $ 9.24

1,000 9.24
2,000 9.24
3,000 9.24
4,000 9.24
5,000 9.24
6,000 9.24
7,000 9.24
8,000 9.24
9,000 9.24

10,000 9.24
11,000 9.24
12,000 9.24
13,000 9.24
14,000 9.24
15,000 9.24
16,000 9.24
17,000 9.24
18,000 9.24
19,000 9.24
20,000 9.24
21,000 9.24
22,000 9.24
23,000 9.24
24,000 9.24
25,000 9.24
26,000 9.24
27,000 9.24

205,800 9.24
Average Usage

7,650 $ 9.24 7.66 16.90 (6.38)
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Arizona American - Havasu Water
Changes in Representative Rate Schedules

Test Year Ended December 31, 2001

Exhibit
Rejoinder Schedule H-3
Page 1
Witness: Kozo ran

Customer Classification
and Meter Size

Present
Rates

Proposed
Rates

Percent
Chanqe

Percentage Increase in Monthly Minimums
Percentage Increase in Commodity Rates

Monthly Usage Charge for:

$

Residential,Commercial, Irrigation, Resale and Miscellaneous Customers
5/8 x 3/4 Inch (a) $
1 Inch (a)
1 1/2 Inch (a)
2 Inch (a)
3 Inch (a)
4 Inch (a)
6 Inch (a)
8 Inch (a)

r

10.00
17.10
24.00
33.60
45.60
57.60

200.00
400.00

12.90
22.06
30.96
43.34
58.82
74.30

258.00
516.00

29.00%
29.01%
29.00%
28.99%
28.99°/o
28.99%
29.00%
29.00%

Multi-unit properties - multiple of 5/8 inch minimum charge.

Gallons In Minimum
All, except Multi-unit
Multi- unit - multiple of minimum

1,000 1,000

Tier 1: Gallons uuoer limit
All, except Multi-unit
Multi- unit - multiple of tier

99,999,999 99,999,999

Line

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

39

40

41

42

43

44

45

46

47

48

(a) Rounded



Arizona American - Havasu Water
Granges in Representative Rate Schedules

Test Year Ended December 31, 2001

Exhibit
Rejoinder Schedule H-3
Page 2
Witness: Kozo ran

Customer Classification
and Meter Size

Present
Rates

Proposed
Rates

Percent
Chanqe

Tier 2: (Gallon upper limit, up to, but not exceeding)
All, except Multi-unit
Multi- unit - multiple of tier

99,999,999 99,999,999

Tier 3: (Gallon over)
All, except Multi-unit
Multi- unit - multiple of tier

99,999,999 99,999,999

Commodity Rates (per 1,000 Gallons over minimum and per Tier)
All, summer rate Tier l (a)
All, summer rate Tier 2 (a)
All, summer rate Tier 3 (a)
All, summer rate Tier 4 (a)

$ 1.42
1.42
1.42
1.42

$ 1.83
1.83
1.83
1.83

28. 87%
28.87%
28.87%
28.87%

Ume

No.

1

2

3

4

5

6

7

8

g

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

All, winter rate
All, winter rate
All, winter rate
All, winter rate

Ì1er 1 (a)
Tier 2 (a)
Tier 3 (a)
Tier 4 (a)

$ 1.31
1.31
1.31
1.31

$ 1.69
1.69
1.69
1.69

29.01%
29.01%
29.01%
29.01%

(a) Rounded



Arizona American - Havasu Water
Changes in Representative Rate Schedules

Test Year Ended December 31, 2001

Exhibit
Rejoinder Schedule H-3
Page 3 '
Witness: Kozo ran

Line
No.

Present
Rates

$ 25.00
$ 35.00

Proposed

Rates

$ 25.00

$ 35.00

* x

* *

***

25.00 $ 25.00
35.00 $ 35.00
10.00 $ 10.00

(b) (b)
5.00

x*

* *

***

Cost Cost

1

2

3

4

5

6

7

8

9

10

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Cost (2)

Other Service Charges
Establishment & Reestablishment
Establishment (After Hours)
Reconnection (Deliquent)
Reconnection (After Hours)
Meter Test
Deposit
Deposit Interest
Re-Establishment (With-in 12 Months)
Service Calls, Minimum Service Charge $
Service Calls, Minimum Service Charge, After Hours $
NSF Check $
Deferred Payment, Per Month
Meter Re-Read $ 5.00
Charge of Moving Customer Meter -

Customer Requested
Late Payment Charge, 1.50% of balance
Damages to Meter Locks, Vafves, Seals Cost
Sprinklers (a)
(1) Greater of 1.50% or $5.00 Present Rates or 1.5% or $10.00 Proposed Rates.
(2) $40.00 plus actual cost of making repairs.
** PER COMMISSION RULES (R14-2-403.B)
*** MONTHS OFF SYSTEM TIMES MINIMUM (R14-2-403.D)
IN ADDITION To THE COLLECTION OF REGULAR RATES, THE UTTLITY WILL COLLECT FROM

ITS CUSTOMERS A PROPORTIONATE SHARE oF ANY PRIVILEGE, SALES, USE, AND FRANCHISE

TAX. PER COMMISSION RULE (14~2-409.D 5)

ALL ADVANCES AND/OR CONTRIBUTIONS ARE TO INCLUDE LABOR, MATERIALS, OVERHEADS,

AND ALL APPLICABLE TAXES, INCLUDING ALL GROSS-UP TAXES FOR INCOME TAXES,

OR, THE COMPANY MAY ELECT To PAY THE INCOME TAXES, IF APPLICABLE.

(b) May include a service charge

Present

Service

Installer

Charges

Charges

son of

27

28

29

30

31

32

33

34

35

36

37

38

39

40

41

42

43

44

45

Meter Size
5/8 x 3/4 Inch
3 / 4 Inch
1 Inch
1 1/2 Inch
2 Inch
3 Inch
4 Inch
6 Inch
8 Inch
Meters Larger than 8"

Ser. Line
$210.00
$ 210.00
$215.00
$225.00
$ 275.00

Cost
Cost
Cost
Cost
Cost

Meter
$ 65.00
$ 85.00
$ 110.00
$250.00
$375.00

Cost
Cost
Cost
Cost
Cost

Proposed

Charges

$500

$575

$660

$900

$2,220

Cost

Cost

Cost

Cost

Cost

As meters and service lines are now taxable income for income purposes, The Company
shall collect income taxes on the meter and service line charges.
Any tax collected will be refunded each year that the meter deposit is refunded.
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Arizona American - Mohave Water Exhibit
Test Year Ended December 31, 2001 Rejoinder Schedule G~9

Cost of service Study, Using Commodity Demand Method, With Demand Charged to Commodity Page 1
Comparison of Acc Staff Proposed Rates to Computed Rates from Cost of Service Study Witness: Kozomari

to Computed Rates from Cost of Service Studywithout Equity Return and Income Taxes
Based on ACC Staff Direct Filing, as Staff has not proposed Surrebuttal Rates

Computed Commodity Cost from Rejoinder Schedule G-8, Page 4a $0.6877

Computed Customer Cost for 5/8 Inch Meter from Rejoinder Schedule G-8, Page 4a
Computed Service Line Cost for 5/8 Inch Meter from Rejoinder Schedule G-8, Page pa
Computed Meter Cost for 5/8 Inch Meter from Rejoinder Schedule G~8, Page 4a
Computed Monthly Minimum Charge with zero gallons in minimum from Rejoinder Schedule G-8, Page 4a

7.37
1.31
1.65

$ 10.32

$ 7.27

Acc Staff Proposed Rates
Proposed Monthly Minimum for 5/8" Meter
Proposed Commodity Rate

0 to 4,000
4,001 to 100,000

Over 100,001

$
$
$

0.81
1.23
1.47

Col. 1 Col. 2 Col. 3 COL 4
(Col. 2+ 3)

Col. 5 Col. 6 Col. 7 Col. 8
(Col. 6 + 7

Computed Costs, without Equity
Return or Income Taxes

Usage
Commodity

Revenue

$

Line

1

z

3

4

5

6

7

8

9

10

1 1

12

13

14

15

16

17

18

19

20

2 1

22

23

24

25

26

27

28

29

30

3 1

32

33

34

35

36

37

38

39

40

4 1

4 2

43

44

45

46

47

48

49

50

5 1

52

53

Monthly
Minimum Gommodity
Revenue Revenue
$ 10.32
$ 10.32

10.32
10.32
10.32
10.32
10.32
10.32
10.32
10.32
10.32
10.32
10.32
10.32
10.32
10.32
10.32
10.32
10.32
10.32
10.32
10.32
10.32
10.32
10.32
10.32
10.32
10.32
10.32
10.32

$0.6877
1.38
2.06
2.75
3.44
4.13
4.81
5.50
6.00
6.19
6.88
7.56
8.25
8.94
9.63

10.31
11.00
11.69
12.38
13.07
13.75
14.44
15.13
15.82
16.50
17.19
17.88
18.57
19.25

Total
Cost of
Service

$ 10.32
$ 11.01

11.70
12.39
13.07
13.76
14.45
15.14
15.82
16.33
16.51
17.20
17.89
18,57
19.26
19.95
20.64
21.33
22.01
22.70
23.39
24.08
24.76
25.45
26.14
26.83
27.51
28.20
28.89
29.58

Usage
<-Level->

when
Revenues

Equal
Expenses
(No Rate
of Return

on
Equity

or Income
Taxes

Included)

0.81
1.62
2.43
3.24
4.47
5.70
6.93
8.16
9.06
9.39

10.62
11.85
13.08
14.31
15.54
16.77
18.00
19.23
20.46
21.69
22.92
24.15
25.38
26.61
27.84
29.07
30.30
31.53
32.76

Total
Revenue
$ 7.27

8.08
8.89
9.70

10.51
11,74
12.97
14.20
15.43
16.33
16.66
17.89
19.12
20.35
21.58
22.81
24.04
25.27
26.50
27.73
28.96
30.19
31.42
32.65
33.88
35.11
36.34
37.57
38.80
40.03

Col. g
(Col, 8-4)
Recovery

of Expenses
or,

(Lack of
Recovery)

$ (3.05)
(2.93)
(2.81)
(2.69)
(2.56)
(2.02)
(1.48)
(0.94)
(0.39)
0.00
0.15
0.69
1.23
1.78
2.32
2.86
3.40
3.94
4.49
5.03
5.57
6.11
6.66
7.20
7.74
8.28
8.83
9.37
9.91

10.45

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000

8,730
9,000

10,000
11,000
12,000
13,000
14,000
15,000
16,000
17,000
18,000
19,000
20,000
21,000
22,000
23,000
24,000
25,000
26,000
27,000
28,000

Average Usage
8,787 10.32 6.04 16.37

Monthly
Minimum

Usage Revenue
- $ 7.27

1,000 7.27
2,000 7.27
3,000 7.27
4,000 7.27
5,000 7.27
6,000 7.27
7,000 7.27
8,000 7.27

8,730 7.27
9,000 7.27

10,000 7.27
11,000 7.27
12,000 7.27
13,000 7.27
14,000 7.27
15,000 7.27
16,000 7.27
17,000 7.27
18,000 7.27
19,000 7.27
20,000 7.27
21,000 7.27
22,000 7.27
23,000 7.27
24,000 7.27
25,000 7.27
26,000 7.27
27,000 7.27
28,000 7.27

Average Usage
8,787 7.27 9.13 16.40 0.03



Arizona American - Mohave Water Exhibit
Test Year Ended December 31, 2001 Rejoinder Schedule G-9

Cost of Service Study, Using Commodity Demand Method, with Demand Charged to Commodity Page 2
Comparison of Acc Staff Proposed Rates to Computed Rates from Cost of Service Study Witness: Kozo ran
to Computed Rates from Cost of Service Study with Equity Return and Income Taxes

Based on Acc Staff Direct Filing, as Staff has not proposed Surrebuttal Rates

Computed Commodity Cost from Rejoinder Schedule G-8, Page 4

Computed Customer Cost for 5/8 Inch Meter from Rejoinder Schedule G-8, Page 4
COmputed Service Line Cost for 5/8 Indy Meter from Rejoinder Schedule G-8, Page 4
Computed Meter Cost for 5/8 Inch Meter from Rejoinder Schedule G-8, Page 4
Computed Monthly Minimum Charge with zero gallons in minimum from Rejoinder Sdwedule G-8, Page 4

$0.8985

7.74
1.65
1.97

$ 11.36

$ 7.27

Acc Staff Proposed Rates
Proposed Monthly Minimum for 5/8" Meter
Proposed Commodity Rate

0 to 4,000
4,001 to 100,000

Over 100,001

$
$
$

0.81
1.23
1.47

Col. 1 Col. 2 Col. 3 Col. 4
(Col. 2+ 3)

Col. 5 Col. 6 Col. 7 Col. 8
(Col. 6 + 7

Computed Costs, with Equity
Return and Income Taxes

Usage
Commodity

Revenue _Usage

Monthly
Minimum
Revenue
$ 11.36
$ 11.36

11.36
11.36
11.36
11.36
11.36
11.36
11.36
11.36
11.36
11.36
11.36
11.36
11.36
11.36
11.36
11.36
11.36
11.36
11.36
11.36
11.36
11.36
11.36
11.36
11.36
11.36
11.36

Total
Cost of
Service

$ 11.36
$ 12.26
* 13.16

14.06
14.96
15.85
16.75
17.65
18.55
19.45
20.35
21.25
22.14
23.04
23.94
24.84
25.74
26.64
27.02
27.54
28.43
29.33
30.23
31.13
32.03
32.93
33.82
34.72
35.62

Col. g

(Col , 8-41

Recovery

of Expenses

Rate of

Return &

Income Tax

or (Lad< of

Recovery)

$
$0.8985

1.80
2.70
3.59
4.49
5.39
6.29
7.19
8.09
8.99
9.88

10,78
11.68
12.58
13.48
14.38
15.27
15.66
16.17
17.07
17.97
18.87
19.77
20.67
21.56
22.46
23.36
24.26

Usage

<-Level->

when

Revenues

Equal

Expenses

and

Return

on Equity

and

Income

Taxes

Monthly
Minimum
Revenue
$ 7.27

7.27
7.27
7.27
7.27
7.27
7.27
7.27
7.27
7.27
7.27
7.27
7.27
7.27
7.27
7.27
7.27
7.27
7.27
7.27
7.27
7.27
7.27
7.27
7.27
7.27
7.27
7.27
7.27

Commodity Total
Revenue Revenue

$ 7.27
$ 8.08

8.89
9.70

10.51
11.74
12.97
14.20
15.43
16.66
17.89
19.12
20.35
21.58
22.81
24.04
25.27
26.50
27.02
27.73
28.96
30.19
31.42
32.65
33.88
35.11
36.34
37.57
38.80

0.81
1.62
2.43
3.24
4.47
5.70
6.93
8.16
9.39

10.62
11.85
13.08
14.31
15.54
16.77
18.00
19.23
19.75
20.46
21.69
22.92
24.15
25.38
26.61
27.84
29.07
30.30
31.53

(4.09)
(4.18)
(4.27)
(4.36)
(4.45)
(4.11)
(3.78)
(3.45)
(3.12)
(2.79)
(2.46)
(2.13)
(1.79)
(1.46)
(1.13)
(0.80)
(0.47)
(0.14)
0.00
0.19
0.53
0.86
1.19
1.52
1.85
2.18
2.52
2.85
3.18

Line

M
1

2
3
4
5

6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
.36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53

sage

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
11,000
12,000
13,000
14,000
15,000
16,000
17,000

17,425
18,000
19,000
20,000
21,000
22,000
23,000
24,000
25,000
26,000
27,000

Average Usage
8,787 $ 11.36 $ 7.895 $ 19.26

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
11,000
12,000
13,000
14,000
15,000
16,000
17,000

17,425
18,000
19,000
20,000
21,000
22,000
23,000
24,000
25,000
26,000
27,000

Average u
8,787 $ 7.27 9.13 16.40 (2.86)



Arizona I American Mohave Water
Summary of Revenues by Customer Gassification - Present and Proposed Rates

Test Year Ended December 31, 2001

Exhibit
Rejoinder Schedule H-1
Page 1
Witness: Kozo ran

Line
No.

Customer Classification
and/or

Meter Size
Present

Revenues
Proposed
Revenues

Dollar
Chanqe

Percent
Change

Percent Percent
of of

Present Proposed
Water Water

Revenues Revenues

$2,648,370
15,626

$2,736,091
16,151

87,721
526

3.31%
3.36%

60.90%
0.36%

60.94%
0.36%

Residential 5/8 Inch
Residential 1Inch
Residential 1.5 Inch
Residential z Inch 14,500 14,991 491 3 .38°/o 0.33% 0.33%

94,231
44,888
16,223

248,296
17,645

162,922

97,330
46,366
16,752

256,444
18,226

168,254

3,099
1,478

529
8,148

580
5,33z

3.29%
3.29%
3.26%
3.28%
3.29°/o
3.27%

2. 17%
1 .03 %
0.37%
5.71%
0.41%
3 .75%

2. 17%
1.03%
0.37%
5.71%
0.41%
3.75%

80,529
26
74

83,272
27
77

2,743

1

3

3.41%
3.41%
3.41%

1 .85°/o
0.00%
0.00%

1.85 %
0.00%
0.00%

125,418
90,568
28,828

355,657
51,990

129,600
93,617
29,799

367,685
53,740

4,182
3,049

971
12,028
1,750

333%
3.37%
3.37%
3 .38%
337%

2.88%
2.08%
0.66%
8. 18°/o
1 .z0%

2.89%
2.09%
0.66%
8.19%
1.20%

16,427
3,014
2,619
9,383

16,970
3,113
z,707
9,695

542
99
88

312

3.30%
3.27%
3.35%
3.32%

0.38%
0.07%
0.06%
0.22%

0.38%
0.07%
006%
0.22%

4,450
5,109
3,877

61,130
15,446
19,712
33,295

4,596
5,281
4,007

63,199
15,967
20,377
34,419

146
172
130

2,068
521
665

1,124

3 .29°/o
3.37%
3.36%
3.38%
3 .38%
3 .38°/o
3 .37%

0.10%
0.12%
0.09%
1.41%
0.36%
0.45%
0.77%

0.10%
0.12%
0.09%
1.41%
0.36%
0.45%
0.77%

Private Fire 2 Inch
Private Fire 4 Inch
Private Fire 6 Inch
Private Fire 8 Inch
Private Fire 10 Inch
Private Fire Hydrant
Miscellaneous Revenues
Difference Between Bill Count Rev. & G/L Rev.

Subtotal of  W ater Revenues

264
4,554
1,539

588
180

14,489
108,705
48,141

$4,348,715

9
152
51
20
6

474

3.33%
3.33%
3.33%
3.33%
3.33%
3.27%
0.00%
3.32%
3.24%

0.01%
0.10%
0.04%
0.01%
0.00%
0.33%
2.50%
1.11%

100.00%

0.01%
0.10%
0.04%
0.01%
0.00%
0.33%
2.42%
1.11%

100.00%

1
2
3
4
5
6
7
8 Residential Muti-family S/8 Inch
9 Residential Muti-family 1 Inch
10 Residential Muti-family 1.5 Inch
11 Residential Mufi-family 2 Inch
12 Residential Muti-family4 Inch
13 Residential Muti-family6 Inch
14
15 Rio Water Residential 5/8 Inch
16 Rio Water Residential 1 Inch
17 Rio Water Residential 2 Inch
18
19 Commercial 5/8 Inch
20 Commercial 1 Inch
21 Commercial 1.5 Inch
22 Commercial 2 Inch
23 Commercial 3 Inch
24
25 Commercial Multi-Unit 5/8 Inch
26 Commercial Multi~Unit 1 Inch
27 Commercial Multi-Unit 1.5 Inch
28 Commercial Multi~Unit 2 Inch
29
30 Public Authority 58 Inch
31 Public Authority 1 Inch
32 Public Authority 1.5 Inch
33 Public Authority 2 Inch
34 Public Authority 3 Inch
35 Public Authority 4 Inch
36 Public Authority 6 Inch
37
38
39
40
41
42
43
44
45
46
47

273
4,706
1,590

608
186

14,963
108,705

49,741
$4,489,522

1,600
$ 140,807



Arizona l American Mohave Water
Summary of Revenues by Customer Classification - Present and Proposed Rates

Test Year Ended December 31, 2001

Exhibit
Rejoinder Schedule H-1
Page 2
Witness: Kozo ran

Present
Revenues

Dollar
Chanqe

Percent
Chanqe

Residential 5/8 Inch
Residential 1 Inch

Residential 1.5 Inch

Residential 2 If1ch

49,762
1,073

Proposed
Revenues

51,411
1,109

1,649

36

3.31%
3.36%

Additional
Gallons

Bills to be
to be Produced

Issued in 1,000's
19,964

507
2,662

24

(1,244) (1,286) (42) 3.38% (12) (748)

(515)
5

Line
No.
1
2
3
4
5
6
7
8

Residential Muti-family 5/8 Inch
Residential Mufi-family 1 Inch
Residential Mufi-family 1.5 Inch

(1,693)
57

(277)

(1,749)
59

(286)

(57)
2

(9)

3.34%
3.31%
3.24%

(9)
1

(8)

(13,893) (14,345) (452) 3.26% 15 (1,854)

(10,652) (10,994) (343) 3.22% (9) 493

2,721
287
212

2,813
297
219

93

10

7

3.41%
3.41%
3.40%

111

11

9

1,326

138

99

2,096
3,184

2,166
3,291

70
107

3.33%
3.37%

78

60
1,038
1,603

10,608
2,711

10,967
2,802

359
91

3.38%
3.36%

62
10

5,973

1,436

3,966
42

4,098
43

133

1

3.35%
3.26%

6

1
2,185

9

(2,842) (2,936) (93) 3.28% (8) (688)

45 46 2 3.36% 1 21

(977) (1,010) (33) 3.38% (6) (0.23)

(18) (19) (1) 3.33% (3)

132 136 4 3.33% 44

81

132

84
136

3
4

3.33%
3.33%

9

11

9 Residential Muti-family 2 Inch
10 Residential Muti-family4 Inch
11 Residential Muti-family6 Inch
12
13 Rio Water Residential 5/8 Inch
14 Rio Water Residential 1 Inch
15 Rio Water Residential 2 Inch
16
17 Commercial 5/8 Inch
18 Commercial 1 Inch
19 Commercial 1.5 Inch
20 Commercial 2 Inch
21 Commercial 3 Inch
22
23 Commercial Multi-Unit 5/8 Inch
24 Commercial Multi-Unit 1 Inch
25 Commercial Multi-Unit 1.5 Inch
26 Commercial Multi-Unit 2 Inch
27
28 Public Authority 58 Inch
29 Public Authority 1 Inch
30 Public Authority 1.5 Inch
31 Public Authority 2 Inch
32 Public Authority 3 Inch
33 public Authority 4 Inch
34 Public Authority 6 Inch
35
36 Private Fire 2 Inch
37 Private Fire 4 Inch
38 Private Fire 6 Inch
39 Private Fire 8 Inch
40 Private Fire 10 Inch
41 Private Fire Hydrant
42 Total Revenue Annualization
43 Revenues from Page 1
44 Totals

(95)
45,417

4,348,715
4,394,133

(98)
46,955

4,489,522
4,536,477

(3)
1,538

140,807
142,344

3.27%
3.39%
3 .24%
3 _24%

(12)
3,048 30,993

3,048 30,993
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Arizona / American Mohave Water
Changes in Representative Rate Schedules

Test Year Ended December 31, 2001

Exhibit
Rejoinder Schedule H-3
Page 1
Witness: Kozo ran

Customer Classification
and Meter Size

Present
Rates

Proposed
Rates

PerceNt
Chanqe

Percentage Increase in Monthly Minimums
Percentage Increase in Commodity Rates

Monthly Usage Charge for:
Residential,Commercial, Irrigation, Resale and Miscellaneous Customers
5/8 x 3/4 Inch (a) $
1 Inch (a)
1 1/2 Inch (a)
2 Inch (a)
3 Inch (a)
4 Inch (a)
6 Inch (a)
8 Inch (a)
10 Inch (a)
Multi-unit rates based on multiple of 5/8 Inch minimum

8.65
15.00
25.00
30.00
60.00
90.00

200.00
400.00

N/A

$
$
$
$
$
$
$
$
$

8.930
15.500
25.830
31.020
61.990
92.990

206.650
413.390
715.200

3.24%
3.33%
3.32%
3.40%
3.32%
3.32%
3.33%
3.35%
N/A

Residential Rio Water
5/8 Inch (a)
1 Inch (a)
2 Inch (a)

7.75
7.75
7.75

8.01
8.01
8.01

3.35%
3.35%
3.35%

Private Fire
2 Inch or smaller
4 Inch
6 Inch
8 FIlch
10 Inch
12 Inch
14 Inch
20 Inch

(a)

(B)

(a)

(a)

(a)

(a)

(a>

(8)

3.00
6.00
9.00

12.00
15.00
18.00
21.00
30.00

3.10
6.20
9.30

12.40
15.50
18.60
21.70
31.02

3.33%
3.33%
3.33%
3.33%
3.33°/o
3.33%
3.33%
3.40%

Per Sprinkler Head
Per each Private Fire Hydrant

0.51
7.64

0.53
7.89

3.92%
3.27%

Gallons In Minimum
All (except Rio Water)
(Multi-unit rates based on multiple cf )

Rio Water

1,000 1,000

2,000 2,000

Tier 1: Gallons upper limit
All (except Rio Water) 999,999,999
(Multi-unit rates based on multiple of 5/8 incl gallons of water in minimum)

Rio Water 999,999,999

999,999,999

999,999,999

Line

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48

(a) Rounded as needed



Arizona / American Mohave Water
Changes in Representative Rate Schedules

Test Year Ended December 31, 2001

Exhibit
Rejoinder Schedule H~3
Page 2
Witness: Kozo ran

Customer Classification
and Meter Size

Present
Rates

Proposed
Rates

Percent
Chanqe

Tier 2: (Gallon wooer limit, up to, but not exceeding)
All (except Rio Water)
(Multi-unit rates based on multiple of 5/8 Meter Charge)

Rio Water

999,999,999 999,999,999

999,999,999 999,999,999

Tier 3: (Gallon over)
All (except Rio Water)
(Multi-unit rates based on multiple of 5/8 Meter Charge)

Rio Water

999,999,999 999,999,999

999,999,999 999,999,999

Commodity Rates (Der 1,000 gallons over minimum and Der Tier)
All Tier 1 (a)
All Tier 2 (a)
All Tier 3 (a)
All Tier 4 (a)

$ 1.48
1.48
1.48
1.48

$ 1.53
1.53
1.53
1.53

3.38%
3.38%
3.38%
3.38%

Line

No.

1

2

3

4

5

6

7

8

g

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

39

40

Rio Water
Rio Water
Rio Water
Rio Water

Tierl (a)
Tier 2 (a)
Tier 3 (a)
Tier 4 (a)

$ 1.75
1.75
1.75
1.75

$ 1.81
1.81
1.81
1.81

3.43%
3.43%
3.43%
3.43%

(a) Rounded as needed



Arizona / American Mohave Water
Changes in Representative Rate Schedules

Test Year Ended December 31, 2000

Exhibit
Rejoinder Schedule H-3
Page 3
Witness: Kozo ran

Line

Q

Present
Rates

$ 25.00
$ 20.00
$ 25.00
$ 40.00
$ 25.00
$ 40.00
$ 10.00

* *

Proposed
Rates

$ 25.00
$ 20.00
$ 25.00
$ 40.00
$ 25.00
$ 40.00
$ 10.00

* *

Other Service Charges
Establishment
Re-establishment
Reconnection (Deliquent)
Reconnection (After Hours)
Disconnection
Reconnection (After Hours)
Meter Test
Deposit
Deposit Interest
Re-Establishment (With-in 12 Months)

* *

***

* *

***

$ 15.00 $ 15.00
1.50% 1.50%

$ 15.00 $ 15.00

NSF Check

Deferred Payment, Per Month (b)
Meter Re-Read
Charge of Moving Customer Meter -

Customer Requested Cost cost
Late Payment Charge, greater of 1.50% or $ 5.00 $ 5.00
Damages to Meter Locks, Valves, Seals Cost Cost
Sprinklers See Sch. H-3, Page 1

(1)
(2)

PER COMMISSION RULES (R14~2-403.B)
*x* MONTHS OFF SYSTEM TIMES MINIMUM (R14-2-403.D)
IN ADDITION To THE COLLECTION OF REGUl.AR RATES, THE UTILITY WILL COLLECT FROM

ITS CUSTOMERS A PROPORTIONATE SHARE OF ANY PRIVILEGE, SALES, USE, AND FRANCHISE

TAX. PER COMMISSION RULE (14-2-409.D 5)

ALL ADVANCES AND/OR CONTRIBUTIONS ARE TO INCLUDE LABOR, MATERIALS, OVERHEADS,

AND ALL APPLICABLE TAXES, INCLUDING ALL GROSS-UP TAXES FOR INCOME TAXES.

* *

Meter Size
5/8 x 3/4 Inch
3 /4 Inch
1 Inch
1 1/2 Inch
2 Inch
3 Inch
4 Inch
6 Inch
8 Inch

Present

Changes

$275

$295

$325

$475

$650

Cost

Cost

Cost

Cost

Proposed

Charges

$500

$575

$660

$900

$1,525

Cost

Cost

Cost

Cost

As meters and service lines are now taxable income for income purposes, The Company
shall collect income taxes on the meter and service line charges.
Any tax collected will be refunded each year that the meter deposit is refunded.

1

2

3

4

5

6

7

8

g

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

39

40

41

42

43

44

45

46

47

48

49

50

Foothills System / Facility Construction Advance
Per Equivalent Residential Unit $350.00
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Arizona American - Sun City Water
Test Year Ended December 31, 2001

Comparison of Acc Staff Proposed Rates to Computed Rates from Cost of Service Study
to Computed Rates from Cost of Service Study w i t h ou t Equity Return and Income Taxes

Exhibit
Rebuttal Schedule G-9
Page 1
Witness: Kozo ran

Line

M L
1

2
3

Computed Commodity Cost from Rejoinder Schedule G-8, Page 4a $0.8021

$ 7.91
0.79
1.13
9.84

Computed Customer Cost for 5/8 Inch Meter from Rejoinder Schedule G-8, Page 4a
Computed Service Ume cost for 5/8 Inch Meter from Rejoinder Schedule G-8, Page 4a
Computed Meter Cost for S/8 Inch Meter from Rejoinder Schedule G-8, Page pa
Computed Monthly Minimum Charge with zero gallons in minimum from Rejoinder Sdmedule G-8, Page 4a $

4
5
6

7
8
g

10
11

$ 6.59

Acc Staff Proposed Rates
Proposed Monthly Minimum for 5/8" Meter
Proposed Commodity Rate

0 to 4,000
4,001 to 100,000

Over 100,001

$
$
$

0.78
1.17
1.39

Col. 1 Col. 2 Col. 3 Col. 4
(Col. 2+ 3)

Col. 5 Col. 6 Col. 7 Col. 8
(Col. 6 + 7

Computed Costs, without Equity
Return or Income Taxes

Commodity

Revenue

Col. g

(Co l .  84)

Recovery

of Expenses

or,

(Lack of

Recovery)

$

Usage

<-Level->

When

Revenues

Equal

Expenses

$0.8021
1.60
2.41
3.21
4.01
4.81
5.61
6.42
7.22
8.02
8.82
9.63

10.43
10.48
11.23
12.03
12.83
13.64
14.44
15.24
16.04
16.84
17.65
18.45
19.25
20.05
20.86
21.66
22.46
23.26
24.06

Total
Cost of
Service

$ 9.84
$ 10.64

11.44
12.24
13.04
13.85
14.65
15.45
16.25
17.06
17.86
18.66
19.46
20.26
20.32
21.07
21.87
22.67
23.47
24.27
25.08
25.88
26.68
27.48
28.29
29.09
29.89
30.69
31.49
32.30
33.10
33.90

(No Rate
of Return

on
Equity

or Income
Taxes

Included)

Commodity Total
Revenue Revenue

$ 6.59
$ 7.37

8.15
8.93
9.71

10.88
12.05
13.22
14.39
15.56
16.73
17.90
19.07
20.24
20.32
21.41
22.58
23.75
24.92
26.09
27.26
28.43
29.60
30.77
31.94
33.11
34.28
35.45
36.62
37.79
38.96
40.13

0.78
1.56
2.34
3.12
4.29
5.46
6.63
7.80
8.97

10.14
11.31
12.48
13.65
13.73
14.82
15.99
17.16
18.33
19.50
20.67
21.84
23.01
24.18
25.35
26.52
27.69
28.86
30.03
31.20
32.37
33.54

(3.25)
(3.27)
(3.29)
(3.31)
(3.33)
(2.97)
(2.60)
(2.23)
(1.86)
(1.50)
(1.13)
(0.76)
(0.39)
(0.02)
0.00
0.34
0.71
1.08
1.45
1.82
2.18
2.55
2.92
3.29
3.65
4.02
4.39
4.76
5.13
5.49
5.86
6.23

1 2

13

14

15

16

17

18

19

20

2 1

2 2

23

24

25

26

27

28

29

30

3 1

32

33

34

35

36

37

38

39

40

4 1

4 2

43

44

45

46

47

48

49

50

5 1

52

53

54

55

Monthly
Minimum

Usage Revenue
- $ 9.84

1,000 $ 9.84
2,000 9.84
3,000 9.84
4,000 9.84
5,000 9.84
6,000 9.84
7,000 9.84
8,000 9.84
9,000 9.84

10,000 9.84
11,000 9.84
12,000 9.84
13,000 9.84

13,070 9.84
14,000 9.84
15,000 9.84
16,000 9.84
17,000 9.84
18,000 9.84
19,000 9.84
20,000 9.84
21,000 9.84
22,000 9.84
23,000 9.84
24,000 9.84
25,000 9.84
26,000 9.84
27,000 9.84
28,000 9.84
29,000 9.84
30,000 9.84

Average Usage
8,361 9.84 6.71 16.54

Monthly
Minimum

Usage Revenue
- $ 6.59

1,000 6.59
2,000 6.59
3,000 6.59
4,000 6.59
5,000 6.59
6,000 6.59
7,000 6.59
8,000 6.59
9,000 6.59

10,000 6.59
11,000 6.59
12,000 6.59
13,000 6.59

13,070 6.59
14,000 6.59
15,000 6.59
16,000 6.59
17,000 6.59
18,000 6.59
19,000 6.59
20,000 6.59
21,000 6.59
22,000 6.59
23,000 6.59
24,000 6.59
25,000 6.59
26,000 6.59
27,000 6.59
28,000 6.59
29,000 6.59
30,000 6.59

Average Usage
8,361 6.59 8.22 14.81 (1.73)



Arizona American - Sun City Water
Test Year Ended December 31, 2001

Comparison of Acc Staff Proposed Rates to Computed Rates from Cost of Service Study
to Computed Rates from Cost of Service Study wi th Equity Return and Income Taxes

Exhibit
Rebuttal Schedule G-9
Page 2
Witness: Kozo ran

Computed Commodity Cost from Rejoinder Schedule G-8, Page 4

Computed Customer Cost for 5/8 Inch Meter from Rejoinder Schedule G-8, Page 4
Computed Service Line Cost for 5/8 Inch Meter from Rejoinder Schedule G-8, Page 4
Computed Meter Cost for 5/8 Inch Meter from Rejoinder Schedule G-8, Page 4
Computed Monthly Minimum Charge with zero gallons in minimum from Rejoinder sdmedule G-8, Page 4

$0.9912

8.35
1.13
1.43

$ 10.91

$ 6.59

Acc Staff Proposed Rates
Proposed Monthly Minimum for 5/8" Meter
Proposed Commodity Rate

0 to 4,000
4,001 to 100,000

Over 100,001

$
$
$

0.78
1.17
1.39

Col. 1 Col. 2 Col. 3 Col. 4
(Col. 2+ 3)

Col. 5 Col. 6 Col. 7 Col. 8
(Col. 6 + 7

Computed Costs, with Equity
Return and Income Taxes

Commodity
Revenue Usage

Monthly
Minimum
Revenue
$ 10.91
$ 10.91

10.91
10.91
10.91
10.91
10.91
10.91
10.91
10.91
10.91
10.91
10.91
10.91
10.91
10.91
10.91
10.91
10.91
10.91
10.91
10.91
10.91
10.91
10.91
10.91
10.91
10.91
10.91
10.91

GOI. 9

(Col. 84)

Recovery

of Expenses

Rate of

Return &

IncomeTax

or (Lack of

Recovery)

$
$0.9912

1.98
2.97
3.96
4.96
5.95
6.94
7.93
8.92
9.91

10.90
11.89
12.88
13.88
14.87
15.86
16.85
17.84
18.83
19.82
20.81
21.81
22.80
23.79
24.78
25.77
26.76
27.75
32.61

Total
Cost of
Service

$ 10.91
$ 11.91

12.90
13.89
14.88
15.87
16.86
17.85
18.84
19.83
20.83
21.82
22.81
23.80
24.79
25.78
26,77
27,76
28,75
29.75
30.74
31.73
32.72
33.71
34.70
35.69
36.68
37.68
38.67
43.52 <~(a)~>

0.78
1.56
2.34
3.12
4.29
5.46
6.63
7.80
8.97

10.14
11.31
12.48
13.65
14.82
15.99
17.16
18.33
19.50
20.67
21.84
23.01
24.18
25.35
26.52
27.69
28.86
30.03
31.20
36.93

Total
Revenue
$ 6.59

7.37
8.15
8.93
9.71

10.88
12.05
13.22
14.39
15.56
16.73
17.90
19.07
20.24
21.41
22.58
23.75
24.92
26.09
27.26
28.43
29.60
30.77
31.94
33.11
34.28
35.45
36.62
37.79
43.52

(4.32)
(4.54)
(4.75)
(4.96)
(5.17)
(4.99)
(4.81)
(4.63)
(4.45)
(4.27)
(4.10)
(3.92)
(3.74)
(3.56)
(3.38)
(3.20)
(3.02)
(2.84)
(2.66)
(2.49)
(2.31)
(2.13)
(1.95)
(1.77)
(1.59)
(1.41)
(1.23)
(1.06)
(0.88)
0.00

Line

M
1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

39

40

41

42

43

44

45

46

47

48

49

50

51

52

53

54

55

Monthly
Minimum Commodity

Usage Revenue Revenue
.. - $ 6.59

1,000 1,000 6.59 $
2,000 2,000 6.59
3,000 3,000 6.59
4,000 4,000 6.59
5,000 5,000 6.59
6,000 6,000 6.59
7,000 7,000 6.59
8,000 8,000 6.59
9,000 9,000 6.59

10,000 10,000 6.59
11,000 11,000 6.59
12,000 12,000 6.59
13,000 13,000 6.59
14,000 14,000 6.59
15,000 15,000 6.59
16,000 16,000 6.59
17,000 17,000 6.59
18,000 18,000 6.59
19,000 19,000 6.59
20,000 20,000 6.59
21,000 21,000 6.59
22,000 22,000 6.59
23,000 23,000 6.59
24,000 24,000 6.59
25,000 25,000 6.59
26,000 26,000 6.59
27,000 27,000 6.59
28,000 28,000 6.59

32,900 32,900 6.59
Average Usage Average Usage

8,361 $ 10.91 $ 8.287 $ 19.20 8,361 $ 6.59
(a) Usage when revenues equals costs and rate of return and income taxes

8.22 14.81 (4.39)



Arizona American - Sun City
Test Year Ended December 31, 2001

Summary of Revenues by Customer Classification - Present and Proposed Rates
With Annualized Revenues to Year End Number of Customers

Exhibit
Rejoinder Schedule H-1
Page 1
Witness: Kozo ran

Line
NO
1
2

Meter Present
Revenues

Proposed
Revenues

Percent
Chanqe

Percent
of

Present
Water

Revenues

Percent
of

Proposed
Water

Revenues

3
4
5
6
7
8
9
10
11

Dollar
Chanqe

$1,961,888
1,333

48,689
1,086,678

462,765
9,568
4,681

19,064
2,368

35,860
110,556
205,108
52,322
52,351

148,567
250

72,338
4,546

842
84,318
2,362

14
53

4,289
5,274
1,829
1,950

Size Customer Classification
5/8 Inch Residential
3/4 Indl Residential
1 Inch Residential

1.5 Inch Residential
2 Inch Residential
3 Inch Residential
6 Inch Residential

5/8 Inch Commercial
3/4 Inch Commercial
1 Inch Commercial

1.5 Inch Commercial
2 Inch Commercial
3 Inch Commercial
4 Inch Commercial
6 Inch Commercial
1 Inch Irrigation

1.5 Inch Irrigation
2 Inch Irrigation
3 Inch Irrigation
6 Inch Irrigation
3 Inch Public Interruptible
8 Inch Public Interruptible
3 Inch Fire Protection
4 Inch Fire Protection
6 Inch Fire Protection
8 Inch Fire Protection

Standby
Miscellaneous Revenues
Subtotal of W ater Revenues

$2,662,562
1,817

66,498
1,485,121

632,378
13,103
6,383

25,941
3,226

48,884
150,893
280,522
71,578
71,802

203,846
339

98,009
6,157
1,142

114,183
3,193

19
72

5,814
7,150
z,480
2,646

113,419
$6,079,178

$ 4,624,450
3,150

115,187
2,571,799
1,095,144

22,671
11,065
45,004
5,594

84,743
261,448
485,631
123,900
124,152
352,413

590
170,347
10,703
1,984

198,501
5,555

33
125

10,103
12,424
4,309
4,596

113,419
$10,459,042

73 .68%
73 .39%
73.22%
73. 17%
73.18%
73 .02%
73 .33%
73 .49%
73 .40°/o
73.36%
73.27%
73. 12%
73. 10%
72.91°/o
72.88°/o
73.77°/o
73 .81°/o
73.84%
73.76%
73 _84°/a
74.00%
74.00%
73 _67%
73 .780/o
73 .76%
73 .75°/o
73.71%
0.00%

72.05%

43.80%
0.03%
1.09%

24.43%
10.40%
0.22%
0.11%
0.43%
0.05%
0.80%
2.48%
4.61%
1.18%
1.18%
3.35%
0.01°/o
1.61%
0.10%
0.02%
1.88%
0.05%
0.00%
0.00%
0.10%
0.12%
0.04%
0.04%
1.87%

100.00%

44.21%
0.03%
1.10%

24.59%
10.47%
0.22%
0.11%
0.43%
0.05%
0.81%
2.50%
4.64%
1.18%
1.19%
3.37%
0.01%
1.63%
0.10%
0.02%
1.90%
0.05%
0.00%
0.00%
0.10%
0.12%
0.04%
0.04%
1.08%

100.00%$4,379,864

Additional
Bills to be

Issued
1,004

Gallons to
be Pumped
(In 1,000's)

7,612
327
878

4,522

9
9

49
42
(6)

(11)
14
32

(15)

293
(53)

(236)
535

4,070
(2,317)

(4)
(788)
(42)

126,136
(6,385)

12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29

30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47.
48
49
50
51
52
53
54

55
56
57

Revenue Annualization (a)
Present Proposed Dollar

Revenues Revenues Chanqe
5/8 Inch Residential 10,636 18,492 7,856
1 Inch Residential 404 700 296

1.5 Inch Residential 1,046 1,810 764
2 Inch Residential 5,905 10,226 4,322

5/8 Inch Commercial 421 732 311
3/4 Inch Commercial (70) (122) (52)
1 Inch Commercial (343) (595) (252)

1.5 Inch Commercial 863 1,496 633
2 Inch Commercial 5,008 8,668 3,661
3 Inch Commercial (3,159) (5,470) (2,311)
1.5 Inch Irrigation (4) (6) (3)
2 Inch Irrigation (594) (1,033) (439)
3 Inch Irrigation (97) (169) (72)
6 Inch Irrigation 83,116 144,493 61,377
3 Inch Public Interruptible (3,193) (5,555) (2,362)
4 Inch Fire Protection 126 219 93
6 Inch Fire Protection 200 348 148
8 Inch Fire Protection (80) (139) (59)

Total Water Annualization 100,185 174,097 73,911
Total Water Revenues with Annualization 6,179,363 10,633,139 4,453,775
(a) Customer Growth Annualization is calculated by computing the change in the number

the beginning of the year to the end of the year, and then multiplying the additional cu
revenue for that month.

Percent
Chanqe

73.86%
73.25%
73 - 11°/o
73.19%
73.88%
73.80%
73.43%
73.35%
73 . 11%
73.16%
73.85%
73.83%
73.77°/o
73.84%
74.00%
73.78°/o
73.76%
73.75%
73.77%
72.07%

of' customers by month from
stormers times the average

(2)
(1)
8

(13)
14
16
(4)

1,145 134,549



Arizona American - Sun City
Test Year Ended December 31, 2001

Analysis of Revenue by Detailed Goss at Average Usage

Exhibit
Rejoinder Schedule H-2
Page 1
Witness: Kozo ran

Customer

(a)
Average

Number of
Customers

at
12[31[01

Proposed In
Dollar

Amount

crease
Percent
Amount

Line
M
1

Average
Consumption

8,361
15,869
38,788
73,721
91,864

Revenues
Present Proposed
Rates Rates

$ 11.17 $ 19.42
18.08 31.36
47.17 81.70
94.30 163.31

123.99 214.73

B.25
13.28
34.54
69.00
90.74

19,214
8

117
1,312

425
3

137,292
7,054

$ 265.79
10.15

$ 460.70
17.65

194.92
7.50

2

198

21

126

181

155

23

5

7

2

117

1

1

22,247
46,341

120,339
204,111

1,190,450
2,486,155

77
64,318

613,500
27,462

31.95
69.11

150.19
256.26

1,196.69
2,426.74

13.05
13.05
13.05
13.05

55.40
119.77
260.01
443.60

2,069.21
4,195.40

22.68
22.68
22.68
22.68

23.46
50.66

109.82
187.33
872.51

1,768.65
9.63
9.63
9.63
9.63

1
1
1
1

54
48
10

10,762,250
491,154

3,167

7,136.46
245.58

1.58
6.00
9.00

12.50
20.00

12,406.31
427.30

2.76
10.42
15.64
21.72
34.75

5,269.85
181.73

1.17
4.42
6.64
9.22

14.75

Gassitication
andlor Meter Size
Residential
Rel'deltial
nesIdenuan
Raldaitial
Residential
Residential
Reddenllal
Residential
Commercial
Commercial
Commercial
Commercial
Commercial
Commerdal
Commercial
Commercial
Irrigation
Irrigation
krigatlon
Irrigation
Inrigalion
Imation
Public Intemlptible
Public Interruptible
Fire Protection
Ere Protection
Fire protection
Ere Protection
Fire Prolzeclion

5/8 Inch
3/4 Inch
1 Indy
1.5 Il'\d'\
2 Inch
3 Inch
4 Inch
6 Inch
5/8 Inch
3/4 ll"lch
1 Indy
1.5 If\dII
2 Inch
3 Indy
4 Indy
6 Indy
1 Indy
1.5 Inch
2 Indl
3 Inch
4 Inch
6 Indy
3 Inch
8 Inch
3 Inch
4 InM
6 Inch
8 Inch
10 Inch
Standby 63 3.50 6.08 2.58

73.86%
73_47%
73.23%
73. 17%
73. 18%
0.00%
0.00%

73.33%
73.89%
0.00%

73.42%
73 .30°/0
73. 12%
73. 10%
72.91%
72.88%
73.77%
73.77%
73.77%
73.77%
0.00%

73.84%
74.00%
74.00%
73.67%
73.78%
73.76%
73.75%
0.00%

73.71%

Totals 22,098

2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32

33
34
35

36
37

Actuall Year End Number
of Customers: 22,195

(a) Average number of customers of less than one (1), indicates that less than 12 bills were issued during the year.



Arizona American - Sun City
Changes in Representative Rate Schedules

Test Year Ended December 31, 2001

Exhibit
Rejoinder Schedule H-3
Page 1
Witness: Kozo ran

Present
Rates

Proposed
Rates

Percent
Change

(a)

(a)

(a)

(a)

(a)

(B)

(H)

(a)

$ 5.00
5.00

13.00
28.00
41.00
70.00

103.00
141.00

$ 8.69
8.69

22.59
48.65
71.23

121.62
178.95
244.97

73.80%
73.80%
73.77°/o
73.75%
73.73%
73.74%
73.74%
73.74%

(a)
(a)
(a)
(a)
(B)

6.00
9.00

12.50
20.00
30.00

10.42
15.64
21.72
34.75
52.12

73 .67%
73 .7B%
73.76%
73 .75%
73.73%

(a) 3.50 6.08 73.71%

(a)
(a)
(a)
(a)
(a)
(a)

13.00
28.00
41.00
70.00

103.00
141.00

22.59
48.65
71.23

121.62
178.95
244.97

73.77%
73.75%
73.73%
73.74%
73.74%
73.74%

Line Customer Classification
M and Meter Size
1 Percentage Increase in Monthly Minimums
2 Percentage Increase in Commodity Rates
3
4 Monthly Usage Charge for:
S Residential,Commercial
6 5/8 x 3/4 Inch
7 3/4 Inch
8 1 Inch
9 1 1/2 Inch
10 2 Inch
11 3 Indl
12 4 Inch
13 6 Inch
14
15 Private Fire Protection

16 Flat Rate 3

17 Flat Rate 4

18 Flat Rate 6

19 Flat Rate 8

20 Flat Rate 10

21 Standby

22 Public Interruptible
23 Irrigation

24 1 Inch
25 1 1/2 Inch

26 2 Inch

27 3 Inch

28 4 Inch

29 6 Inch

30

31

32 Gallons In Minimum
33 All
34
35
36
37
38 Tier 1: Gabions wooer limit
39 All, except construction, irrigation, public interruptible
40 Construction
41 Irrigation
42 Public Interruptible
43
44 In Addition to above charges, Company shall collect Groundwater Saving Fee Per Commission
45 Decision 62293
46
47 (a) Rounded

8,000
999,999,999
999,999,999
999,999,999

8,000
999,999,999
999,999,999
999,999,999



Arizona American - Sun City
Changes in Representative Rate Schedules

Test Year Ended December 31, 2001

Exhibit
Rejoinder Schedule H-3
Page 2
Witness: Kozo ran

Line Customer Classification
No. and Meter Size

Present
Rates

Proposed
Rates

Percent
Change

999,999,999
999,999,999
999,999,999
999,999,999

999,999,999
999,999,999
999,999,999
999,999,999

999,999,999
999,999,999
999,999,999
999,999,999

999,999,999
999,999,999
999,999,999
999,999,999

0.73
0.92
0.92

$ 1.27

1.59

1.59

73 .97°/o
72.83%
72.83%

(B) $ 0.50 $ 0.87 74.00%

(H) $ 0.65 $ 1.13 73.85%

1
2
3 Tier 2: (Gallon upper limit, un to, but not exceeding)
4 All, except construction, irrigation, public interruptible
5 Construction
6 Irrigation
7 Public Interruptible
8
g
10 Tier 3: (Gallon over)
11 All, except construction, irrigation, public interruptible
12 Construction
13 Irrigation
14 Public Interruptible
15
16
17 Commoditv Rates (per 1,000 gallons over minimum and per Tier)
18 All, except construction, irrigation, public interruptible Tier 1 (a) $
19 All, except construction, irrigation, public interruptible Tier 1 (a)
to All, except construction, irrigation, public interruptible Tier 1 (a)
21 All, except construction, irrigation, public interruptible Tier 1 (a)
22
23
24 Construction / Untreated CAP
25
26 Irrigation
27
28 Public Interruptible
29
30 Groundwater Withdrawal Assessment
31 Groundwater Withdrawal Fees shall be collected as an assessment, and is subject to annual
32 revisions as required due to changes in rates charged by the Arizona Department of Water
33 Resources ("ADWR"). Includes an allowance of 10% lost and unaccounted for water.
34
35 (a) Rounded

(a> $ 0.50 $ 0.87 74.00%



Arizona American - Sun city
Changes in Representative Rate Schedules

Test Year Ended December 31, 2001
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Rejoinder Schedule H-3
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Line
M ;

Present
Rates

$ 30.00
$ 40.00

Proposed

Rates

$ 30.00
$ 40.00

$ 10.00

Other Service Charges
Establishment
Establishment (After Hours)
Reconnection (Deliquent)

Reconnection (After Hours)
Meter Test
Deposit

Deposit Interest
Re-Establishment (With-in 12 Months)

* *

xx*

$ 10.00

***

$ 10.00 $ 10.00
1.50% 1.50%

$ 5.00 $ 5.00

NSF Check
Deferred Payment, Per Month (b)

Meter Re-Read
Charge of Moving Customer Meter -

Customer Requested
Late Payment Charge, on balance of Acct.
Damages to Meter Locks, Valves, Seals
Sprinklers
(1) Greater of 1.50% or $5.00 Present Rates or 1.5% or $10.00 Proposed Rates.
(2) $40.00 plus actual cost of making repairs.
*x PER COMMISSION RULES (R14-2-403.B)
*** MONTHS OFF SYSTEM TIMES MINIMUM (R14-2-403.D)
IN ADDITION To THE coLLEcTion oF REGULAR RATES, THE UTILITY WILL COLLECT FROM
ITS CUSTOMERS A PROPORTIONATE SHARE oF ANY PRIVILEGE, SALES, USE, AND FRANCHISE
TAX. PER COMMISSION RULE (14-2-409.0 5)

ALL ADVANCES AND/OR CONTRIBUTIONS ARE To INCLUDE LABOR, MATERIALS, OVERHEADS,
AND ALL APPLICABLE TAXES, INCLUDING ALL GROSS-UP TAXES FOR INCOME TAXES.

(a) 1.00% of the monthly minimum for a comparable sized meter connection, but no less than $5 per month

Cost
1.50%

Cost

Cost
1.50%

Cost (2)

Present
Service
Install

Ser. Line
$ 255.00

$255.00
$275.00
$290.00

$315.00
Cost
Cost

Cost
Cost
Cost

Charqes
Charges
anion of

Meter Size
5/8 x 3/4 Inch

3 / 4 Inch
1 Inch

1 1/2 Inch
2 Inch
3 Inch

4 Inch
6 Inch

8 Inch

Meters Larger than 8"

Meter

$ 65.00
$ 105.00
$ 145.00

$ 345.00
$ 775.00

Cost
Cost

Cost
Cost
Cost

PHDPOS€d
Charges ( *)

$500

$575

$660

$900

$2,220

Cost

Cost

Cost

Cost

Cost

1
2
3

4

5
6
7
8
9
10
11
12
13

14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29

30
31
32

33
34
35
36

37
38
39

40
41

42
43
44

45
46
47
48
49

As meters and service lines are now taxable income for income purposes, 'Use Company
shall collect income taxes on the meter and service line charges.
Any tax collected will be refunded each year that the meter deposit is refunded.

Company will not accept applications for new 3/4" meters after May 1, 1997. This meter size
is absolute.
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Arizona American - Sun City Water
Test Year Ended December 31, 2001

Summary of Revenues by Customer Classification - Present and Proposed Rates
With Annualized Revenues to Year End Number of Customers

Step»One Increase

Line
M

Meter Dollar Percent
Chanqe

Percent
of

Present
Water

Revenues

Percent
of

Proposed
Water

Revenues

i

5

Chanqe
$1,063,327

727
26,666

595,869
253,728

5,263
2,559

10,383
1,292

19,585
60,508

112,602
28,738
28,862
81,954

136
39,204
2,463

457
45,673
1,277

8
29

2,326
2,860

992
1,058

Size Customer Classification
5/8 Inch Residential
3/4 Inch Residential
1 Inch Residential

1.5 Inch Residential
2 Inch Residential
3 Inch Residential
6 Indy Residential

5/8 Inch Commercial
3/4 Inch Commercial
1 Inch Commercial

1.5 Inch Commercial
2 Inch Commercial
3 Inch Commercial
4 Inch Commercial
6 Inch Commercial
1 Inch Irrigation

1.5 Inch Irrigation
2 Inch Irrigation
3 Inch Irrigation
6 Inch Irrigation
3 Inch Public Interruptible
8 Inch Public Interruptible
3 Inch Fire Protection
4 Inch Fire Protection
6 Inch Fire Protection
8 Inch Fire Protection

Standby
Miscellaneous Revenues

Total W ater Revenues

Present
Revenues
$2,662,562

1,817
.66,498

1,485,121
632,378
13,103
6,383

25,941
3,226

48,884
150,893
280,522

71,578
71,802

203,846
339

98,009
6,157
1,142

114,183
3,193

19
72

5,814
7,150
2,480
2,646

113,419
$6,079,178

Proposed
Revenues

$ 3,725,889
2,544

93,164
2,080,990

886,106
18,367
8,943

36,323
4,518

68,469
211,401
393,124
100,316
100,663
285,800

475
137,213

8,620
1,599

159,857
4,470

27
101

8,140
10,010
3,472
3,704

113,419
$ 8,467,722

39.94%
40.03%
40. 10%
40. 120/0
40. 12°/o
40. 17%
40.09%
40.02%
40.05%
40.06%
40. 10°/o
40.14%
40. 15°/o
40.20%
40.20%
40.00%
40.00%
40.00%
40.00%
40.00%
40.00%
40.00%
40.00%
40.00%
40.00%
40.00%
40.00%
0.00%

39.29%

43.80%
0.03%
1.09%

24.43%
10.40%
0.22%
0.11%
0.43%
0.05%
0.80%
2.48%
4.61%
1.18%
1.18%
3.35%
0.01°/o
1.61%
0.10%
0.02%
1.88%
0.05%
0.00%
0.00%
0.10%
0.12%
0.04%
0.04%
1.87%

98.13%

44.00%
0.03 °/o
1 .10%

24.58%
10.46%
0.22%
0. 11 %
0.43%
0.05%
0.81%
2.50%
4.64%
1. 18%
1.19%
3.38%
0.01%
1.62%
0. 10%
0.02%
1 .89%
0.05%
0.00%
0.00%
0. 10°/0
0. 12%
0.04%
0.04%
1.34%

98.66%$2,388,544

9
9

49
42
(6)

(11)
14
32

(15)

l
l

5/8 Inch
1 Inch

1.5 Inch
2 Inch

5/8 Inch
3/4 Inch
1 Inch

15 Inch
2 Inch
3 Inch
1.5 Inch
2 Inch
3 Inch
6 Inch
3 Inch
4 Inch
6 Inch
8 Inch

Additional Gallons to
Bills to be be Pumped

Issued (In 1,000's)
1,004 7,612

327
878

4,522
293
(53)

(236)
535

4,070
(2,317)

(4)
(2) (788)
(1) (42)
8 126,136

(13) (6,385)
14
16
(4)

1,145

Percent
Chanqe

39.87%
40.09%
40.14%
40.12%
39.86%
39.89%
40.03%
40.07%
40.14%
40.13%
40.00%
40.00%
40.00%
40.00%
40.00%
40.00%
40.00%
40.00%
40.00%
39.50°/o

of' customers by month from
stormers times the average

134,549

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29

30
31
32 Revenue Annualization (a)
33 Present Proposed Dollar
34 Revenues Revenues Chanqe
35 Residential 10,636 14,877 4,241
36 Residential 404 566 162
37 Residential 1,046 1,465 420
38 Residential 5,905 8,274 2,369
39 Commercial 421 589 168
40 Commercial (70) (98) (28)
41 Commercial (343) (481) (137)
42 Commercial 863 1,209 346
43 Commercial 5,008 7,018 2,010
44 Commercial (3,159) (4,427) (1,268)
45 Irrigation (4) (5) (1)
46 Irrigation (594) (832) (238)
47 Irrigation (97) (136) (39)
48 Irrigation 83,116 116,363 33,247
49 Public Interruptible (3,193) (4,470) (1,277)
50 Fire Protection 126 176 50
51 Fire Protection 200 280 80
52 Fire Protection (80) (112) (32)
53 Totals 100,185 140,257 40,072
54 Total Water Revenues with Annualization 6,1/9,363 8,60/,9/9 2,428,616
55 (a) Customer Growth Annualization is calculated by computing the change in the number

the beginning of the year to the end of the year, and then multiplying the additional cu
revenue for that month.57

}
I



Arizona American - Sun City Water
Test Year Ended December 31, 2001

Analysis of Revenue by Detailed Gags at Average Usage
Step-one Increase
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Customer
Classification

Revenues
Present Proposed
Rates Rates

$ 11.17 $ 15.63
18.08 25.31
47. 17 66.08
94.30 132.14

123.99 173.74

Proposed In
Dollar

Amount

crease
Percent
Amount

Average
Consumption

8,361
15,869
38,788
73,721
91,864

4.45
7.23

18.91
37.84
49.75

(a)
Average

Number of
Customers

at
12 /31101

19,214
8

117
1,312

425
3

137,292
7,054

$ 265.79
10.15

$ 372.35
14.20

106.56
4.05

2
198
21

126
181
155
23
5
7
2

117
1
1

22,247
46,341

120,339
204,111

1,190,450
2,486,155

77
64,318

613,500
27,462

31.95
69.11

150.19
256.26

1,196.69
2,426.74

13.05
13.05
13.05
13.05

44.74
96.82

210.48
359.14

1,677.72
3,402.38

18.27
18.27
18.27
18.27

12.79
27.71
60.29

102.88
481.03
975.64

5.22
5.22
5.22
5.22

1
1
1
1

54
48
10

10,762,250
491,154

3,167

7,136.46
245.58

1.58
6.00
9.00

12.50
20.00

9,991.05
343.81

2.22
8.40

12.60
17.50
28.00

2,854.59
98.23
0.63
2.40
3.60
5.00
8.00

andlor Meter Size
Residential
Residential
Residential
Residential
Residential
Residential
Residential
Residential
Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Irrigation
Irrigation
Irrigation
Irrigation
Irrigation
Irrigation
Public interruptible
Public Interruptible
Ere Protection
Fire Protection
Fire Protection
Fire Protection
Fire Protection

5/8 Inch
3/4 Inch
1 Indy
1.5 Inch
2 Indl
3 Inch
4 Inch
6 Inch
5/8 Inch
3/4 Inch
1 Inch
1.5 Inch
2 Inch
3 Inch
4 Inch
6 Inch
1 Inch
1.5 Ind]
2 Inch
3 Inch
4 Inch
6 Inch
3 Inch
8 Inch
3 Inch
4 Inch
6 Inch
8 Inch
10 Inch
Standby 63 3.50 4.90 1.40

39.86°/o
40.00%
40. 10%
40. 12°/0
40. 12%
0.00%
0.00%

40.09%
39.86%
0.00%

40.04%
40.09%
40.14%
40. 15%
40.20%
40.20%
40.00%
40.00%
40.00%
40.00%
0.00%

40.00%
40.00%
40.00%
40.00%
40.00%
40.00%
40.00%
0.00%

40.00%

Totals 22,098

Line

M
1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

Hz

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

Aduall Year End Number
of Customers: 22,195

(a) Average number of customers of less than one (1), indicates that less than 12 bills were issued during the year.



Arizona American - Sun City Water
Test Year Ended December 31, 2001

Changes in Representative Rate Schedules
Step-One Increase
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Present
Rates

Proposed
Rates

Percent
Chanqe

(a)
(a)
(a>
(a)
(a)
(a)
(a)
(a)
(a)

$ 5.00

5.00

13.00
28.00

41.00

70.00

103.00

141.00

$ 7.00
7.00

18.20
39.20
57.40
98.00

144.20
197.40

40.00%
40.00%
40.00%
40.00%
40.00%
40.00%
40.00%
40.00%

(a)
(a)
(a)
(H)
(a)

6.00
9.00

12.50
20.00
30.00

8.40
12.60
17.50
28.00
42.00

40.00%
40.00%
40.00°/o
40.00%
40.00%

(a) 3.50 4.90 40.00%

<a)
(a)
(a)
(a)
(a)
(a)

13.00

28.00
41.00

70.00

103.00

141.00

18.20
39.20
57.40
98.00

144.20
197.40

40.00%
40.00%
40.00%
40.00°/o
40.00%
40.00%

8,000
999,999,999
999,999,999
999,999,999

8,000
999,999,999
999,999,999
999,999,999

Line Customer Classification
09 and Meter Size
1 Percentage Increase in Monthly Minimums
2 Percentage Increase in Commodity Rates
3
4 Monthly Usage Charge for:
5 Residential,Commercial
6 5/8 X 3/4 Inch
7 3/4 Inch
8 1 Inch
9 1 1/2 Inch
10 z Inch
11 3 Inch
12 4 Inch
13 6 Inch
14 8 Inch
15 Private Fire Protection
16 Flat Rate 3
17 Flat Rate 4
18 Flat Rate 6
19 Flat Rate 8
20 Flat Rate 10
21 Standby
22 Public Interruptible
23 Irrigation
24 1 Inch
25 1 1/2 Inch
26 2 Inch
27 3 Inch
28 4 Inch
29 6 Inch
30
31
32 Gallons In Minimum
33 All
34
35
36
37
38 Tier 1: Gallons wooer limit
39 All, except construction, irrigation, public interruptible
40 Construction
41 Irrigation
42 Public Interruptible
43
44 In Addition to above dlarges, Company shall collect Groundwater Saving Fee Per Commission Decision
45 62293
46
47 (a) Rounded
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Arizona American - Sun City Water
Test Year Ended December 31, 2001

Changes in Representative Rate Schedules
Step-One Increase
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Line Customer Classification
No. and Meter Size

Present
Rates

Proposed
Rates

Percent
Chanqe

999,999,999
999,999,999
999,999,999
999,999,999

999,999,999
999,999,999
999,999,999
999,999,999

999,999,999
999,999,999
999,999,999
999,999,999

999,999,999
999,999,999
999,999,999
999,999,999

v

0.73
0.92
0.92

$ 1.02

1.29
1.29

39.73%
40.22%
40.22%

(3) $ 0.50 $ 0.7000 40.00%

(a) $ 0.65 $ 0.91 40.00%.

i

1

2
3 Tier 2: (Gallon upper limit, up to, but not exceeding)
4 All, except construction, irrigation, public interruptible
5 Construction
6 Irrigation
7 Public Interruptible
8
9
10 Tier 3: (Gallon over)
11 All, except construction, irrigation, public interruptible
12 Construction
13 Irrigation
14 Public Interruptible
15
16
17 Commoditv Rates (Der 1,000 gallons over minimum and her Tiers
18 All, except construction, irrigation, public interrupting Tier 1 (a) $
19 All, except construction, irrigation, public interrupting Tier 2 (a)
20 All, except construction, irrigation, public interrupting Tier 3 (a)
21 All, except construction, irrigation, public interrupting Tier 4
22
23
24 Construction / Untreated CAP
25
26 Irrigation
27
28 Public Interruptible
29
30 Groundwater Withdrawal Assessment
31 Groundwater Withdrawal Fees shall be collected as an assessment, and is subject to annual
32 revisions as required due to changes in rates charged by the Arizona Department of Water
33 Resources ("ADWR"). Includes an allowance of 10% lost and unaccounted for water.
34
35 (a) Rounded

(H) $ 0.50 $ 0.70 40.00%

I

.$
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Arizona American - Sun City Wastewater
Summary of Revenues by Customer Classification - Present and Proposed Rates

Test Year Ended December 31, 2001
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Line
No.

Customer Classification
and/or

Meter Size
Present

Revenues
Proposed
Revenues

Dollar
Chanqe

Percent
Chanqe

Percent
of

Present
Water

Revenues

Percent
of

Proposed
Water

Revenues
$. 149,771

6
5,426
3,149

91,954

7,060
1,379

286

143

$ 2,920,525
116

104,865
64,965

1,793,100
133,438
26,568
5,457
2,736
2,859

$5,054,629

$3,070,295
122

110,292
68,114

1,885,054
140,498
27,947

5,743
2,879
2,859

$5,313,802

5. 13°/o
5.13%
5.17%
4.85°/o
5. 13°/0
5.29%
5.19%
5.24%
5.21%
0.00%
5.13%

57.78%
0.00%
2.07%
1.29°/0

35.47%
2.64%
0.53%
0.11%
0.05%
0.06°/o

100.00%

57.78%
0.00°/o
2.08%
1.28%

35.47%
2.64%
0.53%
0.11%
0.05%
0.05%

100.00%$ 259,173

Present
Revenues

Proposed
Revenues

Dollar
Chanqe

Percent
Change

Bills to be
Issued

12,754
(116)

1,809

13,408 $ 654
(122) (6)

1,902 94

5.13%
5.13%
5.17%

991
(9)

117

1 Residential Units (SSR)
2 Commercial/Residential Units (SSR)
3 Commercial (SSC)
4 Commercial Large User (SSH)
5 Multi~family Residential Units (AC SSR)

6 Commercial additional toilets (SS1)
7 Commercial per dishwasher (SS2)
8 Commercial per wash machine (SS3)

9 Commercial per wash rack (SS4)
10 Miscellaneous Revenues
11 Subtotal of Revenues
12
13
14
15 Revenue Annualization

16 Residential Units (SSR)
17 Commercial/Residential Units (SSR)
18 Commercial (sec)
19 Commercial Large User (SSH)
20 Multi-family Residential Units (AC SSR)
21 Commercial additional toilets (SS1)
22 Commercial per dishwasher (SSH)
23 Commercial per wash machine (SSH)
24 Commercial per wash rack (SS4)
25 Total Revenue Annualization

26
27

17,709
329
669
49
29

33,233

18,617
346
704

52
30

34,939

908
17
35
3
2

1,706

5. 13%
5.29%
5.19%
5.24%
5.21°/o
5.13%

1,376
87
23
7
2

2,594

Total of Revenues 5,087,862 5,348,741 260,879 5.13%
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Arizona American - Sun City Wastewater
Changes in Representative Rate Schedules

Test Year Ended December 31, 2001
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Line
No.
1

Customer Classification
and Meter Size

Present
Rates

Proposed
Rates

Percent
Chanqe

Monthly Usage Charge for:
Residential and Commercial
Residential (SSR) (a)
Commercial (sec) (a)
Commercial Large User (SSH based on consumption) (a)
SSH (commercial, additional toilets) (a)
SSH (commercial restaurant, per dishwasher or garbage grinder) (a)
SS3 (commercial Laundromat, per washing machine) (a)
SSH (commercial, per wash rack) (a)
Rental Rooms (a)
Paradise Resort Park, Contract Rate

$ 12.87
15.46
32.80
3.78

29.10
7.06

14.40
7.99
3.94

$ 13.53
16.26
34.50
3.98

30.61
7.43

15.15
8.40
3.94

5.13%
5.17%
5.18%
5.29%
5.19%
5.24%
5.21%
5.13%
0.00%

Gallons In Minimum
Commercial SSR6 & Paradise Park Resol't 20,000 20,000

Commodity Rates (per 1,000 qailons over minimum)
Commercial SSR6 & Paradise Park Resort (a) $ 1.24 $ 1.30 4.84%

Annual Fee for Industrial Discharqe Service
For those customers consuming an amount of water less than or equal
50,000 gallons per month through one or more water meters to the
same facility, inclusive of meters used for irrigation: $ 500.00 $ 500.00

For those customers consuming an amount of water greater than
50,000 gallons per month through one or more water meters to the
same facility, inclusive of meters used for irrigation : $ 1,000.00 $ 1,000.00

Annual Fee for Industrial Discharge Service charges shall be non-refundable and shall be assessed
in advance each January by the Company by special billing. For new customers receiving this service,
a prorated charge shall be assessed.
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Arizona American Sun City West Water
Test Year Ended December 31, 2001

Comparison of Acc Staff Proposed Rates to Computed Rates from Cost of Service Study
to Computed Rates from Cost of Service Study without Equity Return and Income Taxes

Exhibit
Rejoinder Schedule G-9
Page 1
Witness: Kozo ran

Computed Commodity Cost from Rejoinder Schedule G-8, Page 4a $0.7281

Computed Customer Cost for 5/8 Inch Meter from Rejoinder Schedule G-8, Page 4a
Computed Service Line Cost for 5/8 Indy Meter from Rejoinder Schedule G-8, Page 4a
Computed Meter Cost for 5/8 Indy Meter from Rejoinder Schedule G-8, Page 4a
Computed Monthly Minimum Charge with zero gallons in minimum from Rejoinder Sdiedule G-8, Page pa $

4.36
1.74
1.01
7.12

$ 5.60

ACC Staff Proposed Rates
Proposed Monthly Minimum for 5/8" Meter
Proposed Commodity Rate

0 to 4,000
4,001 to 100,000

Over 100,001

$
$
$

0.84
1.24
1.52

Col. 1 Col. 2 Col. 3 Col. 4
(Col. 2+ 3)

Col. 5 Col. 6 Col. 7 Col. 8
(Col. 6 + 7

Computed Costs, without Equity
Return or Income Taxes

Usage

Total
Cost of
Service

$
$

Commodity

Revenue

$

Line

1

2
3
4
5
6

7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55

Monthly
Minimum Commodity
Revenue Revenue
$ 7.12 -
$ 7.12 $0.7281

7.12 1.46
7.12 2.18
7.12 2.91
7.12 3.64
7.12 4.37
7.12 4.43
7.12 5.10
7.12 5.82
7.12 6.55
7.12 7.28
7.12 8.01
7.12 8.74
7.12 9.47
7.12 10.19
7.12 10.92
7.12 11.65
7.12 12.38
7.12 . 13.11
7.12 13.83
7.12 14.56
7.12 15.29
7.12 16.02
7.12 16.75
7.12 17.47
7.12 18.20
7.12 18.93
7.12 19.66
7.12 20.39
7.12 21.12
7.12 21.84

7.12
7.84
8.57
9.30

10.03
10.76
11.48
11.55
12.21
12.94
13.67
14.40
15.13
15.05
16.58
17.31
18,04
18.77
19.49
20.22
20.95
21.68
22.41
23.13
23.86
24.59
25.32
26.05
26.77
27.50
28.23
28.96

Usage
<-Level->

When
Revenues

Equal
Expenses
(No Rate
of Return

on
Equity

or Income
Taxes

Included)

0.84
1.68
2.52
3.36
4.60
5.84
5.95
7.08
8.32
9.56

10.80
12.04
13.28
14.52
15.76
17.00
18.24
19.48
20.72
21.96
23.20
24.44
25.68
26.92
28.16
29.40
30.64
31.88
33.12
34.36
35.60

Total
Revenue
$ 5.60

6.44
7.28
8.12
8.96

10.20
11.44
11.55
12.68
13.92
15.16
16.40
17.64
18.88
20.12
21.36
22.60
23.84
25.08
26.32
27.56
28.80
30.04
31.28
32.52
33.76
35.00
36.24
37.48
38.72
39.96
41.20

Col. 9

(Col , 8-4)

R€COV€l'Y
of Expenses

or,

(Lack of

Recovery)

$ (1.52)
(1.40)
(1.29)
(1.18)
(1.07)
(0.56)
(0.04)
0.00
0.47
0.98
1.49
2.00
2.51
3.03
3.54
4.05
4.56
5.07
5.59
6.10
6.61
7.12
7.63
8.15
8.66
9.17
9.68

10.19
10.71
11.22
11.73
12.24

1,000
2,000
3,000
4,000
5,000
6,000

6,090
7,000
8,000
9,000

10,000
11,000
12,000
13,000
14,000
15,000
16,000
17,000
18,000
19,000
20,000
21,000
22,000
23,000
24,000
25,000
26,000
27,000
28,000
29,000
30,000

Average Usage
7, 171 7.12 5.22 12.34

Monthly
Minimum

Usage Revenue
- $ 5.60

1,000 5.60
2,000 5.60
3,000 5.60
4,000 5.60
5,000 5.60
6,000 5.60

6,090 5.60
7,000 5.60
8,000 5.60
9,000 5.60

10,000 5.60
11,000 5.60
12,000 5.60
13,000 5.60
14,000 5.60
15,000 5.60
16,000 5.60
17,000 5.60
18,000 5.60
19,000 5.60
20,000 5.60
21,000 5.60
22,000 5.60
23,000 5.60
24,000 5.60
25,000 5.60
26,000 5.60
27,000 5.60
28,000 5.60
29,000 5.60
30,000 5.60

Average Usage
7,171 5.60 7.29 12.89 0.55



Arizona American - Sun City West Water
Test Year Ended December 31, 2001

Comparison of Acc Staff Proposed Rates to Computed Rates from Cost of Service Study
to Computed Rates from Cost of Service Study with Equity Return and Income Taxes

Exhibit
Rejoinder Sdledule G-9
Page 2
Witness: Kozo ran

Computed Commodity Cost from Rejoinder Schedule G-8,Page 4

Computed Customer Cost for 5/8 Inch Meter from Rejoinder Schedufe G-8, Page 4
Computed Service Line Cost for 5/8 Inch Meter from Rejoinder Schedule G-8, Page 4
Computed Meter Cost for 5/8 Inch Meter from Rejoinder Schedule G-8, Page 4
Computed Monthly Minimum Charge with zero gallons in minimum from Rejoinder Sdmedule G-8, Page 4 $

$0.8138

5.05
1.32
3.34
9.71

$ 5.60

Acc Staff Proposed Rates
Proposed Monthly Minimum for 5/8" Meter
Proposed Commodity Rate

0 to 4,000
4,001 to 100,000

Over 100,001

$
$
$

0.84
1.24
1.52

Col. 1 Col. 2 Col. 3 Col. 4
(Col. 2+ 3)

Col. 5 Col. 6 Col. 7 Col. 8
(Col. 6 + 7

Computed Costs
Return and Inca

Commodity
Revenue

1 with Equity
me Taxes
nthly
imam
venue
9.71
9.71
9.71
9.71
9.71
9.71
9.71
9.71
9.71
9.71
9.71
9.71
9.71
9.71
9.71
9.71
9.71
9.71
9.71
9.71
9.71
9.71
9.71
9.71
9.71
9.71
9.71
9.71
9.71
9.71

Total
Cost of
Service

$ 9.71
$ 10.52

$
$0.8138

1.63
2.44
3.26
4.07
4.88
5.70
6.51
7.32
8.14
8.95
9.77

10.58
11.39
12.21
13.02
13.83
14.65
15.46
16.28
17.09
17.90
18.72
19.53
20.34
21.16
21.97
22.79
10.90

11.34
12.15
12,96
13.78
14.59
15.41
16.22
17.03
17,85
18.66
19.47
20.29 Usage
21.10 <-Level->
21.92 When
22.73 Revenues
23.54 Equal
24.36 Expenses
25.17 and
25.98 Return
26.80 on Equity
27.61 and
28.43 Income
29.24 Taxes
30.05
30.87
31.68
32.49
20.61 <-(a)->

0.84
1.68
2.52
3.36
4.60
5.84
7.08
8.32
9.56

10.80
12.04
13.28
14.52
15.76
17.00
18.24
19.48
20.72
21.96
23.20
24.44
25.68
26.92
28.16
29.40
30.64
31.88
33.12
15.02

Total
Revenue
$ 5.60

6.44
7.28
8.12
8.96

10.20
11.44
12.68
13.92
15.16
16.40
17.64
18.88
20.12
21.36
22.60
23.84
25.08
26.32
27.56
28.80
30.04
31.28
32.52
33.76
35.00
36.24
37.48
38.72
20.62

COL 9
(col, 8-4)
Recovery

of Expenses
Rate of
Return

Income Tax
or (Lad< of
Recovery)

(4.11)
(4.08)
(4.06)
(4.03)
(4.00)
(3.58)
(3.15)
(2.73)
(2.30)
(1.87)
(1.45)
(1.02)
(0.59)
(0.17)
0.26
0.68
1. 11
1.54
1.96
2.39
2.82
3.24
3.67
4.09
4.52
4.95
5.37
5.80
6.23
0.00

Line

M
1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

39

40

41

42

43

44

45

46

47

48

49

50

51

52

53

54

55

Mo Monthly
Min Minimum Commodity

Usage Re Usage Revenue Revenue
- $ - $ 5.60

1,000 $ 1,000 5.60 $
2,000 2,000 5.60
3,000 3,000 5.60
4,000 4,000 5.60
5,000 5,000 5.60
6,000 6,000 5.60
7,000 7,000 5.60
8,000 8,000 5.60
9,000 9,000 5.60

10,000 10,000 5.60
11,000 11,000 5.60
12,000 12,000 5.60
13,000 13,000 5.60
14,000 14,000 5.60
15,000 15,000 5.60
16,000 16,000 5.60
17,000 17,000 5.60
18,000 18,000 5.60
19,000 19,000 5.60
20,000 20,000 5.60
21,000 21,000 5.60
22,000 22,000 5.60
23,000 23,000 5.60
24,000 24,000 5.60
25,000 25,000 5.60
26,000 26,000 5.60
27,000 27,000 5.60
28,000 28,000 5.60

13,400 13,400 5.60
Average Usage Average Usage

7,171 $ 9.71 $ 5.836 $ 15.54 7,171 $ 5.60 7.29
(a) Usage level when revenues equal expense, rate of return on equity and income taxes

12.89 (2.65)
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Arizona American - Sun City West Water
Test Year Ended December 31, 2001

Changes in Representative Rate Schedules I

Exhibit
Rejoinder Schedule H-3
Page 1
Witness: Kozo ran

Customer Classification
and Meter Size

Present
Rates

Proposed
Rates

Percent
Chanqe

Percentage Increase in Monthly Minimums
Percentage Increase in Commodity Rates

Monthly Usage Charge for:
Residential,Commercial, Irrigation, Resale and Miscellaneous Customers
5/8 x 3/4 Inch (a) $
3/4 Inch (a)
1 Inch (a)
1 1/2 Inch (a)
2 Inch (a)
3 Inch (a)
4 Inch (a)
6 Inch (a)

5.00
5.00

13.00
28.00
41.00
70.00

103.00
141.00

$ 6.75
6.75

17.55
37.80
55.35
94.50

139.05
190.35

35.00%
35.00%
35.00%
35.00°/o
35.00%
35.00%
35.00%
35.00%

Construction /Tariff to be canceled, as it is no longer used
General Fire Sprinkler Rate 4 iv (a)
General Fire Sprinkler Rate 6 " (a)
General Fire Sprinkler Rate 8 " (a)
General Fire Sprinkler Rate 10 " (a)

8.00
30.00
45.00
60.00

120.00

40.50
60.75
81.00

162.00

35.00%
35.00%
35.00%
35.00%

Gallons In Minimum
All

Line

No.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

Tier 1: Gallons upper limit
All, except construction
Construction / Tariff to be canceled, as it is no longer used

8,000
999,999,999

8,000
999,999,999

(a) Rounded



Arizona American - Sun City West Water
Test Year Ended December 31, 2001

Changes in Representative Rate Schedules

Exhibit
Rejoinder Schedule H-3
Page 2
Witness: Kozo ran

Customer classification
and Meter Size

Present
Rates

Proposed
Rates

Percent
Chanqe

Tier 2: (Gallon upper limit, up to, but not exceedirlo)
All, except construction
Construction / Tariff to be canceled, as it is no longer used

999,999,999
999,999,999

999,999,999
999,999,999

Tier 3: (Gallon over)
All, except construction
Construction / Tariff to be canceled, as it is no longer used

999,999,999
999,999,999

999,999,999
999,999,999

Commodity Rates (per 1,000 Gallons over minimum and her Tier)
All, except construction (a) Tier 1 (a)
All, except construction (a) Tier 2 (a)
All, except construction (a) Tier 3 (a)
All, except construction (a) Tier 4(a)

$ 0.93
1.12
1.12

$ 1.25

1.51

1.51

34.41%
34.82%
34.82%

Construction / Tariff to be canceled, as it is no longer used 0.60

Effluent Sales, per Acre Foot (a) 150.00 $ 202.27 34.85%

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34.
35
36
37
38
39
40
41
42

Central Arizona Project - Raw Untreated Water - Per 1,000 Gallons 0.50 $ 0.67 34.00%

In Addition to above charges, Company shall collect Groundwater Saving Fee Per Commission Decision
62293
(a) Rounded



Arizona American - Sun City West Water
Changes in Representative Rate Schedules

Test Year Ended December 31, 2001

Exhibit
Rejoinder Schedule H-3
Page 3
Witness: Kozo ran

Proposed
Rates

$ 30.00
$ 40.00
$ _
$ _

$ 10.00 $ 10.00
* * * *

x * * *

*** ***

Present
Rates

$ 30.00
$ 40.00

$ 10.00 $ 10.00

$ 5.00 $ 5.00

Cost

1.50%

Cost

Cost
150%

Cost

Line
Mo. Other Service Charges
1 Establishment
2 Establishment (After Hours)
3 Reconnection (Deliquent)
4 Reconnection (After Hours)
5 Meter Test
6 Deposit
7 Deposit Interest
8 Re-Establishment (With-in 12 Months)
9
10 NSF Check
11 Deferred Payment, Per Month (b)
12 Meter Re-Read
13 Charge of Moving Customer Meter -
14 Customer Requested
15 Late Payment Charge
16 Damages to Meter Locks, Valves, Seals

17 Sprinklers See Schedule H-3, Page 1

18

19

20 ** PER coMmlsslon RULES (R14-2-403.B)
21 *** MONTHS OFF SYSTEM TIMES MINIMUM (R14-2-403.D)
22 IN ADDITION To THE COLLECTION oF REGULAR RATES, THE UTIl_ITY WILL COLLECT FROM

23 ITS CUSTOMERS A PROPORTIONATE SHARE oF ANY PRIVILEGE, SALES, USE, AND FRANCHISE

24 TAX. PER COMMISSION RULE (14-2-409.D 5)

25 ALL ADVANCES AND/OR CONTRIBUTIONS ARE To INCLUDE LABOR, MATERIALS, OVERHEADS,

26 AND ALL APPLICABLE TAXES, INCLUDING ALL GROSS-UP TAXES FOR INCOME TAXES.

27

28

29

30

31 Meter Size

32 5/8 x 3/4 Inch

33 3 /4 Inch

34 1 Inch

35 1 1/2 Inch

36 2 Inch

37 3 Inch

38 4 Inch

39 6 Inch

40 8 Inch

41

42 As meters and service lines are now taxable income for income purposes, The Company
43 shall collect income taxes on the meter and service line charges.
44 Any tax collected will be refunded each year that the meter deposit is refunded.
45
46 Groundwater Withdrawal Fees shall be collected as an assessment, and is subject to annual
47 revisions as required due to changes in rates charged by the Arizona Department of Water
48 Resources ("ADWR"). Includes an allowance of 10% lost and unaccounted for water.

Present

Charges

$320

$360

$415

$725

$L090

Cost

Cost

Cost

Cost

Proposed

ChafQe5

$500

$575

$660

$900

$4220

Cost

Cost

Cost

Cost
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Arizona American - Sun city West Sewer
Changes in Representative Rate Schedules

Test Year ended December 31, 2001

Exhibit
Rejoinder Schedule H~3
Page 1
Witness: Kozo ran

Customer Classification
and.or Meter Size, If Applicable

Monthly Usage Charge for:

Present
Rates

Proposed
Rates

Percent
Change

Line

1
2
3
4
5
6
7
8
9
10
11

Residential and Commercial
Residential (WSR) ( Rounded Down
Commercial (sec) (a)
Commercial Large User (SS6 based on consumption) (a)
WS1 (commercial, additional toilets) (a)
WS2 (commercial restaurant, per dishwasher or garbage grinder) (a)
WS3 (commercial Laundromat, per washing machine) (a)
WS4 (commercial, per wash rack) (a)

$ 16.24
23.09
45.42

5.30
42.58
9.93

20.81

$ 23.44
33.33
65.56
7.65

61.46
14.33
30.04

44.33%
44.35%
44.34%
44.34%
44.34%
44.31%
44.35%

Annual Fee for Industrial Discharqe Service
For those customers consuming an amount of water less than or equal
50,000 gallons per month through one or more water meters to the
same facility, inclusive of meters used for irrigation: $ 500.00 $ 500.00

For those customers consuming an amount of water greater than
50,000 gallons per month through one or more water meters to the
same facility, inclusive of meters used for irrigation: $ 1,000.00 $ 1,000.00

Annual Fee for Industrial Discharge Service charges shall be non-refundable and shall be assessed
in advance each January by the Company by special billing. For new customers receiving this service,
a prorated charge shall be assessed.

Gallons In Minimum
Commercial SSR6 20,000 20,000

12

13

14

15

16

17

18

19

20

21

22

.23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

Commodity Rates (per 1,000 gallons over minimum)
Commercial SSR6 (a) $ 0.98 $ 1.42 44.90%

(a) Rounded



Arizona American - Sun City West Sewer
Changes in Representative Rate Schedules

Test Year ended December 31, 2001

Exhibit
Rejoinder Schedule H-3
Page 2
Witness: Kozo ran

Present
Rates

Proposed
Rates

1.50% 1.50%

Line
Other Service Charqes

1 Establishment
z Establishment (After Hours)
3 Reconnection (Deliquent)
4 Reconnection (After Hours)
5
6 Deposit
7 Deposit Interest
8 Re-Establishment (With-in 12 Months)
9
10 NSF Check
11 Deferred Payment, Per Month (b)
12
13
14
15 Late Payment Charge
16
17 Rates for above charges are listed on Schedule H-3, Page 3, for Sun City West Water.
18
19
20 PER COMMISSION RULES (R14-2-403.B)
21 *** MONTHS OFF SYSTEM TIMES MINIMUM (R14-2-403.D)
22 IN ADDITION To THE COLLECTION OF REGULAR RATES, THE UTILITY WILL COLLECt FROM

23 ITS CUSTOMERS A PROPORTIONATE SHARE oF ANY PRIVILEGE, SALES, USE, AND FRANCHISE

24 TAX. PER COMMISSION RULE (14-2-409.D 5)

25 ALL ADVANCES AND/OR CONTRIBUTIONS ARE To INCLUDE LABOR, MATERIALS, OVERHEADS,

26 AND ALL APPLICABLE TAXES, INCLUDING ALL GROSS-UP TAXES FOR INCOME TAXES.

* *
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Arizona American - Sun City West Sewer
Changes in Representative Rate Schedules

Test Year ended December 31, 2001
Step-One Rate Increase

Exhibit
Rejoinder Schedule H-3
Page 1
Witness: Kozo ran

Customer Classification
and.or Meter Size, if Applicable

Monthly Usage Charge for:

Present
Rates

Proposed
Rates

Percent
Chanqe

Residential and Commercial
Residential (WSR) (a)
Commercial (WSC) (a)
Commercial Large User(sS6 based on consumption) (a)
ws1 (commercial, additional toilets) (a)
WS2 (commercial restaurant, per dishwasher or garbage grinder) (a)
WS3 (commercial Laundromat, per washing machine) (a)
WS4 (commercial, per wash rack) (a)

$ 16.24
23.09
45.42
5.30

42.58
9.93

20.81

$ 22.74
32.33
63.59
7.42

59.61
13.90
29.13

40.02%
40.02%
40.00%
40.00%
40.00%
39.98%
39.98%

Annual Fee for Industrial Discharqe Service
For those customers consuming an amount of water less than or equal
50,000 gallons per month through one or more water meters to the
same facility, inclusive of meters used for irrigation: $ 500.00

For those customers consuming an amount of water greater than
50,000 gallons per month through one or more water meters to the
same facility, inclusive of meters used for irrigation: $ 1,000.00

Annual Fee for Industrial Discharge Service charges shall be non~refundable and shall be assessed
in advance each January by the Company by special billing. For new customers receiving this service,
a prorated charge shall be assessed.

Line

M
1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

Gallons In Minimum
Commercial SSR6 20,000 20,000

Commodity Rates (per 1,000 Gallons over minimum)
Commercial SSR6 (a) . $ 0.98 $ 1.3700 39.80°/o



Arizona American - Sun city West Sewer
Changes in Representative Rate Schedules

Test Year ended December 31, 2001
Step-one Rate Increase

Exhibit
Rejoinder Schedule H-3
Page 2
Witness: Kozo ran

Present
Rates

Proposed

Rates

1.50% 1.50%

Line
Other Service Charges

1 Establishment
2 Establishment (After Hours)
3 Reconnection (Deliquent)
4 Reconnection (After Hours)
5
6 Deposit
7 Deposit Interest
8 Re-Establishment (With-in 12 Months)
9
10 NSF Check
11 Deferred Payment, Per Month (b)
12
13
14
15 Late Payment Charge
16
17
18
19
20 ** PER COMMISSION RULES (R14-2-403.B)

21 *** MONTHS OFF SYSTEM TIMES MINIMUM (R14~2~403.D.

22 IN ADDITION To THE COLLECTION oF REGULAR RATES, THE UTILITY WILL COLLECT FROM

23 ITS CUSTOMERS A PROPORTIONATE SHARE oF ANY PRIVILEGE, SALES, USE, AND FRANCHISE

24 TAX. PER COMMISSION RULE (14-2-409.D 5)

25 ALL ADVANCES AND/OR CONTRIBUTIONS ARE To INCLUDE LABOR, MATERIALS, OVERHEADS,

26 AND ALL APPLICABLE TAXES, INCLUDING ALL GROSS-UP TAXES FOR INCOME TAXES.

27

28

29

30

31

32

33

34

35

36

37

38

39

40

41

42
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Arizona American - Tubac Water
Test Year Ended December 31, 2001

Comparison of ACC Staff Proposed Rates to Computed Rates from Cost of Service Study
to Computed Rates from Cost of Service Study without Equity Return and Income Taxes

Exhibit
Rejoinder Schedule G-9
Page 1
Witness: Kozo ran

Ume

M
1 Computed Commodity Cost from Rejoinder Schedule G-8, Page pa

2
3
4
5
6

$2.0098

Computed Customer Cost for 5/8 Inch Meter from Rejoinder Schedule G-8, Page 4a
Computed Service Line Cost for 5/8 Inch Meter from Rejoinder Schedule G-8, Page 4a
Computed Meter Cost for 5/8 Inch Meter from Rejoinder Schedule G-8, Page 4a
Computed Monthly Minimum Charge with zero gallons in minimum from Rejoinder Schedule G-8, Page pa

13.16
2.52
1.96

$ 17.63

$ 20.80

Col. 1 Col. 2 Col. 3 Col. 4
(Col. 2+ 3)

ACC Staff Proposed Rates .
Proposed Monthly Minimum for 5/8" Meter
Proposed Commodity Rate

0 to 4,000
4,001 to 100,000

Over 100,001
Col. 5 Col. 6 Col. 7 Col. 8

(Col. 6 + 7

$ 1.81
$ 2.72
$ 3.26

Col. 9
(COI, 8-4>

Computed C
Return or In

oats, without Equity
come Taxes

Usage
Commodity

Revenue

Recovery

of Expenses

or,

(Lack of

Recoverv)

$

7

8

9

10

1 1

1 2

13

14

15

16

17

18

19

20

2 1

22

23

24

25

26

27

28

29

30

3 1

32

33

34

35

36

37

38

39

40

4 1

42

43

4 4

45

46

47

48

49

50

5 1

52

53

54

55

Monthly
Minimum
Revenue
$ 17.63
$ 17.63

17.63
17.63
17.63
17.63
17.63
17.63
17.63
17.63
17.63
17.63
17.63
17.63
17.63
17.63
17.63
17.63
17.63
17.63
17.63
17.63
17.63
17.63
17.63
17.63
17.63
17.63
17.63
17.63
17.63
17.63

e
17.63

$2.0098
4.02
6.03
8.04

10.05
12.06
14.07
16.08
18.09
20.10
22.11
24.12
26.13
28.14
30.15
32.16
34.17
36.18
38.19
40.20
42.21
44.22
46.22
48,23
50.24
52.25
54.26
56.27
58.28
60.29
62.30

Total
Cost of
Service

$ 17.63
$ 19.64

21.65
23.66
25.67
27.68
29.69
31.70
33.71
35.72
37.73
39.74
41.75
43.76
45.77
47.78
49.79
51.80
53.81
55.82
57.83
59.84
61.85
63.86
65,87
67.88
69.89
71.90
73.91
75.92
77.93
79.94

Usage
<-Level->

when
Revenues

Equal
Expenses
(No Rate
of Return

on
Equity

or Income
Taxes

Included)

$ 1.81
3.62
5.43
7.24
9.96

12.68
15.40
18.12
20.84
23.56
26.28
29.00
31.72
34.44
37.16
39.88
42.60
45.32
48.04
50.76
53.48
56.20
58.92
61.64
64.36
67.08
69.80
72.52
75.24
77.96
80.68

Total
Revenue
$ 20.80

22.61
24.42
26.23
28.04
30.76
33.48
36.20
38.92
41.64
44.36
47.08
49.80
52.52
55.24
57.96
60.68
63.40
66.12
68.84
71.56
74.28
77.00
79.72
82.44
85.16
87.88
90.60
93.32
96.04
98.76

101.48

3.17
2.97
2.77
2.57
2.37
3.08
3.79
4.50
5.21
5.92
6.63
7.34
8.05
8.76
9.47

10.18
10.89
11.60
12.31
13.02
13.73
14.44
15.15
15.86
16.57
17.28
17.99
18.70
19.41
20.12
20.83
21.54

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
11,000
12,000
13,000
14,000
15,000
16,000
17,000
18,000
19,000
20,000
21,000
22,000
23,000
24,000
25,000
26,000
27,000
28,000
29,000
30,000
31,000

Average Usag
13,177 26.48 44.12

Monthly
Minimum Commodity

Usage Revenue Revenue
_ $ 20.80

1,000 20.80
2,000 20.80
3,000 20.80
4,000 20.80
5,000 20.80
6,000 20.80
7,000 20.80
8,000 20.80
9,000 20.80

10,000 20.80
11,000 20.80
12,000 20.80
13,000 20.80
14,000 20.80
15,000 20.80
16,000 20.80
17,000 20.80
18,000 20.80
19,000 20.80

20,000 20.80
21,000 20.80
22,000 20.80
23,000 20.80
24,000 20.80
25,000 20.80
26,000 20.80
27,000 20.80
28,000 20.80
29,000 20.80
30,000 20.80
31,000 20.80

Average Usage
13,177 20.80 32.20 53.00 8.88



Arizona American - Tubac Water Exhibit
Rejoinder Schedule G-9
Page 2
Witness: Kozo ran

Test Year Ended December 31, 2001
Comparison of Acc Staff Proposed Rates to Computed Rates from Cost of Service Study
to Computed Rates from Cost of Service Study with Equity Return and Income Taxes

$2.6129

Computed Customer Cost for 5/8 Inch Meter from Rejoinder Schedule G-8, Page 4
Computed Service Line Cost for 5/8 Inch Meter from Rejoinder Schedule G-8, Page 4
Computed Meter Cost for 5/8 Indy Meter from Rejoinder Schedule G-8, Page 4
Computed Monthly Minimum Charge with zero gallons in minimum from Rejoinder Schedule G-8, page 4

13.68
2.51
4.33

$ 20.52

Line

m_
1 Computed Commodity Cost from Rejoinder Schedule G-8, Page 4

2
3
4
S
6

7
8
9
10
11

$ 20.80

ACC Staff Proposed Rates
Proposed Monthly Minimum for 5/8" Meter
Proposed Commodity Rate

0 to 4,000
4,001 to 100,000

Over 100,001

$
$
$

1.81
2.72
3.26

Col. 1 Col. 2 Col. 3 Col. 4
(Col. 2+ 3)

Col. 5 Col. 6 Col. 7 Col. 8
(Col. 6 + 7

Computed Costs, with Equity
Return and Income Taxes

Commodity

Reven uh Usage

Col . 9

(Col , 8-4)

Recovery

of Expenses

Rate of

Return &

Income Tax

or (Lack of

Recovery)

$
$2.6129

5.23
7.84

10.45
13.06
15,68
18.29
20.90
23.52
26.13
28.74
31.36
33.97
36.58
39.19
41.81
44.42
47.03
49.65
52.26
54.87
57.48
60.10
62.71
65.32
67.94
70.55
73.16
82.18

Total
Cost of
Service

$ 20.52
$ 23.14

25.75
28.36
30.98
33.59
36.20
38.81
41.43
44.04
46.65
49.27
51.88
54.49
57.10
59.72
62.33
64.94
67.56
70.17
72.78
75.40
78.01
80.62
83.23
85.85
88.46
91.07
93.69

102.70

( a )
Usage

<-Level->

When

Revenues

Equal

Expenses

and

Return

on Equity

and

Income

Taxes

Monthly
Minimum Commodity
Revenue Revenue
$ 20.80

20.80
20.80
20.80
20.80
20.80
20.80
20.80
20.80
20.80
20.80
20.80
20.80
20.80
20.80
20.80
20.80
20.80
20.80
20.80
20.80
20.80
20.80
20.80
20.80
20.80
20.80
20.80
20.80
20.80

$ 1.81
3.62
5.43
7.24
9.96

12.68
15.40
18.12
20.84
23.56
26.28
29.00
31.72
34.44
37.16
39.88
42.60
45.32
48.04
50.76
53.48
56.20
58.92
61.64
64.36
67.08
69.80
72.52
81.90

Total
Revenue
$ 20.80

22.61
24.42
26.23
28.04
30.76
33.48
36.20
38.92
41.64
44.36
47.08
49.80
52.52
55.24
57.96
60.68
63.40
66.12
68.84
71,56
74.28
77.00
79.72
82.44
85.16
87.88
90.60
93.32

102.70

0.28
(0.53)
(1.33)
(2.13)
(2.94)
(2.83)
(2.72)
(2.61)
(2.51)
(2.40)
(2.29)
(2.19)
(2.08)
(1.97)
(1.86)
(1.76)
(1.65)
(1.54)
(1.44)
(1.33)
(1.22)
(1.12)
(1.01)
(0.90)
(0.79)
(0.69)
(0.58)
(0.47)
(0.37)
0.00(a)

12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55

Monthly
Minimum

Usage Revenue
- $ 20.52

1,000 $ 20.52
z,000 20.52
3,000 20.52
4,000 20.52
5,000 20.52
6,000 20.52
7,000 20.52
8,000 20.52
9,000 20.52

10,000 20.52
11,000 20.52
12,000 20.52
13,000 20.52
14,000 20.52
15,000 20.52
16,000 20.52
17,000 20.52
18,000 20.52
19,000 20.52
20,000 20.52
21,000 20.52
22,000 20.52
23,000 20.52
24,000 20.52
25,000 20.52
26,000 20.52
27,000 20.52
28,000 20.52

31,450 20.52
Average Usage

13,177 $ 20.52 $ 34.43 $ 54.95

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
11,000
12,000
13,000
14,000
15,000
16,000
17,000
18,000
19,000
20,000
21,000
22,000
23,000
24,000
25,000
26,000
27,000
28,000

31,450
Average u

13,177
sage
$ 20.80 $ 32.20 $ 53.00 $ (1.95)
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Arizona American - Tubac
Changes in Representative Rate Schedules

Test Year Ended December 31, 2001

Exhibit
Rejoinder Schedule H-3
Page 1
Witness: Kozo ran

Line

No.

1

Customer Classification
and Meter Size

Present
Rates

Proposed
Rates

Percent
Chanqe

Percentage Increase in Monthly Minimums
Percentage Increase in Commodity Rates

Monthly Usage Charge for:
Residential,commercial
5/8 x 3/4 Inch (a)
3/4 Inch (a)
1 Inch (a)
1 1/2 Inch (a)
2 Inch (a)
3 Inch (a)
4 Inch (a)
6 Inch (a)
8 Inch (a)

$ 15.35 $
15.35
23.00
46.00
76.00
90.00

132.00
180.00

N/A

26.47
26.47
39.66
79.33

131.07
155.21
227.64
310.42

2,674.00

72.44%
72.44%
72.43%
72.46%
72.46%
72.46%
72.45%
72.46%

Gallons In Minimum
All

8,000 8,000

999,999,999 999,999,999

999,999,999 999,999,999

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

Tier 1: Gallons uDDer limit
All
Tier 2: (Gallon upper limit, up to, but not exceeding)
All
Tier 3: (Gallon over)
All
Commodity Rates (Der 1,000 gallons over minimum and/or per Tier)
All (a) Tier 1 (a)
All (a) Tier 2 (a)
All (a) Tier 3 (a)
All (a) Tier 4 (a)

$ 1.66
2.04
2.04

$ 2.86
3.52
3.52

72.29%
72.55%
72.55%

(a) Rounded
In addition to above rates, Company will also collect groundwater withdrawal assessment.



Arizona American - Tubac
Changes in Representative Rate Schedules

Test Year Ended December 31, 2001

Exhibit
Rejoinder Schedule H-3
Page 2
Witness: Kozo ran

Present Proposed
Rates Rates

$ 30.00 $ 30.00
$ 40.00 $ 40.00

$ 10.00 $ 10.00
x x * *

* * x *

*** ***

$ 10.00 $ 10.00

$ 5.00 5.00

Present
Service
Install

Ser. Line
$ 255.00
$ 255.00
$ 275.00
$290.00
$ 315.00

Cost
Cost
Cost
Cost
Cost

Charges
Charges
anion of

Line
No. Other Service Charges

1 Establishment
2 Establishment (After Hours)
3 Reconnection (Deliquent)
4 Reconnection (After Hours)
5 Meter Test
6 Deposit
7 Deposit Interest
8 Re-Establishment (With-in 12 Months)
9
10 NSF Check
11 Deferred Payment, Per Month (b)
12 Meter Re-Read
13 Charge of Moving Customer Meter -
14 Customer Requested Cost Cost
15 Late Payment Charge, greater of 1.50% or $ 5.00 $ 5.00 (1)
16 Damages to Meter Locks, Valves, Seals Cost Cost (2)
17 Sprinklers (a) (a)
18 (1) Greater of 1.50% or $5.00 Present Rates or 1.5% or $10.00 Proposed Rates.
19 (2) $40.00 plus actual cost of making repairs.
20 ** PER COMMISSION RULES (R14-2-403.B)
21 *** MONTHS OFF SYSTEM TIMES MINIMUM (R14-2-403.0)
22 IN ADDITION To THE COLLECTION oF REGULAR RATES, THE UTILITY WILL COLLECT FROM

23 ITS CUSTOMERS A PROPORTIONATE SHARE OF ANY PRIVILEGE, SALES, USE, AND FRANCHISE

24 TAX. PER COMMISSION RULE (14-2-409.D 5)

25 ALL ADVANCES AND/OR CONTRIBUTIONS ARE TO INCLUDE LABOR, MATERIALS, OVERHEADS,
26 AND ALL APPlICABLE TAXES, INCLUDING ALL GROSS-UP TAXES FOR INCOME TAXES.
27 (a) 1.00% of the monthly minimum for a comparable sized meter connection, but no less than $5
28 per month.
29
30
31
32 Meter Size
33 5/8 x 3/4 Inch
34 3 / 4 Inch
35 1 Inch
36 1 1/2 Inch
37 2 Inch
38 3 Inch
39 4 Inch
40 6 Inch
41 8 Inch
42 Meters Larger than 8"
43
44 Company will not accept applications for 3/4" meters after May 1, 1997. Meter Size is obsolete.
45
46 As meters and service lines are now taxable income for income purposes, The Company
47 shall collect income taxes on the meter and service line charges.
48 Any tax collected will be refunded each year that the meter deposit is refunded.

Meter
$ 65.00
$ 105.00
$ 145.00
$345.00
$ 775.00

Cost
Cost
Cost
Cost
Cost

Proposed

Charqes

$500

$575

$600

$900

$2,220

Cost

Cost

Cost

Cost

Cost
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Q-

INTRODUCTION AND QUALIFICATIONS

PLEASE STATE YOUR NAME, BUSINESS ADDRESS AND TELEPHONE

NUMBER.

My name is David P. Stephenson. My business address is 303 H Street, Suite 250,

Chufa Vista, California 91910. My telephone number is (619)409-7700.

Q- BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

I am employed by American Water Works Service Company, Inc. ("Service

Company"), as the Director of Rates and Planning for American Water Works

Company, Inc.'s ("AWW") Western Region. The Western Region includes

AWW's water and wastewater utilities located in Arizona, California, Hawaii,

New Mexico and Texas, including Arizona-American Water Company ("Arizona-

American" or "Company"). I am also an Assistant Treasurer for Arizona

American.

Q. PLEASE BRIEFLY OUTLINE YOUR RESPONSIBILITIES AS THE

DIRECTOR OF RATES AND PLANNING.

I am responsible for directing preparation of all rate applications and various other

matters related to rates and charges for utility service with the public utility

commissions that regulate AWW's operating utilities in Arizona, California,

Hawaii, New Mexico and Texas. I am also responsible for overseeing other rate

related proceedings before these commissions such as acquisition and financing

applications.

Q- DESCRIBE YOUR EDUCATIONAL BACKGROUND.

I received a Bachelor of Science in Business Administration, with emphasis in

Accounting, from San Diego State University in 1977.

Q- HAVE YOU HAD ANY OTHER FGRMAL TRAINING?

1 1.

2

3
4 A.

5

6
7 A.

8

9
10

11

12
13
14

15
16 A.

17

18

19

20

21

22
23 A.

24
25
26 A. Yes, I have attended many seminars on various aspects of the water industry and

FENNEMORE CRAIG
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rate applications, including the National Association of Regulatory Utility

Commissioners (NARUC) biannual Utility Rate Seminar.

Q. PLEASE DESCRIBE YOUR PROFESSIONAL EXPERIENCE.

I have been employed by the American Water System since 1978. The various

positions I have held within the American Water System are: Accountant - 1978,

Accounting Superintendent for the Los Angeles Region - 1981, Assistant Director

of Accounting for the operating utilities in the Western Region - 1983, Assistant

Director of Rates and Revenues for the operating utilities in the Western Region -

1984, Director of Rates and Revenues for the operating utilities in the Western

Region - 1986, and Director of Rates and Planning for the operating utilities in the

Western Region since 2001 .

Q. HAVE YOU HAD ANY OTHER PROFESSIONAL EXPERIENCES?

Yes, I served on the Accounting Committee of the California Water Association

and have been an instructor at the NARUC biannual Utility Rate Seminar on eight

occasions.

Q- HAVE YOU PREVIOUSLY

REGULATORY COMMISSIONS?

TESTIFIED BEFORE UTILITY

Yes, I have testified before the Arizona Corporation Commission ("Comnlission")

in rate and acquisition proceedings for Arizona-American, before the California

Public Utilities Commission on many occasions for all of the California-American

Water Company systems, and before the New Mexico Public Regulation

Commission in many types of proceedings on behalf of New Mexico-American

Water Company.

1

2

3

4 A.

5

6

7

8

9

10

11

12

13 A.

14

15

16

17

18 A.

19

20

21

22

23

24

25

26

11.

Q-

PURPOSE OF TESTIMQNY, SUMMARY AND CONCLUSIONS

WHAT Is THE PURPOSE OF YOUR TESTIMONY IN THIS

PROCEEDING?

FENNEMORE CRAIG
A PROFESSIONAL CORPORATION

PHOENIX
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The purposes of my testimony are to: (1) identify and explain the Company's rate

filing, (2) provide background concerning the purchase of the fanner Citizens

Communications' water and wastewater utility assets in Arizona ("Citizens'

Assets") by Arizona-American (the Citizens' Acquisition), (3) explain and support

various adjustments made to the test period actual results, (4) explain and support

all components of the capital structure except for cost of equity, and (5) to discuss

the specific requirements set forth in Decision 63584 (April 24, 2001), which

authorized Arizona-American to purchase the Citizens' Assets ("Acquisition

Decision").

Q~ WHAT DO YOU MEAN THE "COMPANY'S RATE FILING"?

I mean the five (5) separate applications for rate relief being filed with the

Commission in 2002. This filing follows our efforts to determine the best

approach to file rate applications for a substantial number of systems in a manner

that would make the most sense for both public presentation and ease of handling

for the Commission's Utilities Division Staff ("Staff').

1 A .

2

3

4

5

6

7

8

9

10

11 A .

12

13

14

15

16

17

18 A .

19

20

21

22

23

24

25

26

Q. YOU ALSO USED THE TERM "SYSTEM." ARE YOU REFERRING TO

"SYSTEM" IN A LEGAL OR OTHER SPECIFIC SENSE?

No, I am using the tern "system" in a more general sense. By way of background,

as I mentioned earlier, Arizona-American acquired all of the water and wastewater

assets of Citizens in Arizona in a transaction that closed earlier this year.

Previously, Citizens' Assets were under a different ownership structure with a

number of separate corporate entities, such as Sun City Water Company, Sun City

W est Uti l i t ies Company or the Agua Fria W ater Division of Ci t izens

Communications Company, for example. However, Arizona-American acquired

only the assets - not the stock. Therefore, the assets were removed from separate

ownership and now all fall under the ownership umbrella of Arizona-American.
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Q- HOW DOES ARIZONA-AMERICAN REFER TO THESE SEPARATE

GROUPS OF ASSETS INTERNALLY?

Generally we use the tern "district" to refer to a separate area within Arizona-

American where, for accounting purposes, we individually account for revenues

and expenses, and maintain separate balance sheets. These areas generally

coincide with areas where the same tariffs apply and in that sense, a district could

be identified as a "tariffed area." Of course, reference to the "Tubac water tariffed

area" or the "Sun City West water tariffed area" would be awkward, and for

purposes of the Company's rate filing, we basically use the terms "district" or

"system" interchangeably and neither is intended to denote the actual name of any

particular corporate entity or to designate an operational or other system as such

term is used by ADEQ or any other regulatory agency to identify water or

wastewater systems in Arizona.
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Q- THANK YOU MR. STEPHENSON. WOULD YOU PLEASE CONTINUE

WITH YOUR DISCUSSION OF HOW THE COMPANY ULTIMATELY

DECIDED THE BEST WAY To ORGANIZE THE C()MPANY'S RATE

FILING?

Certainly, again from a public perspective, it was determined that it made sense to

file separate applications for the Sun City and Sun City West districts. These four

districts, two water and two wastewater systems, are relatively large in size and

have certain unique characteristics and circumstances that distinguish them from

the other Arizona systems. The third application consists of two water systems in

Mohave County, the Mohave water district, which provides water service in the

vicinity of Bullhead City, and the Havasu water district, which provides service

near Lake Havasu City. These systems are close together and operated by

essentially the same Company personnel. The fourth application being filed is the
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I

combination of Agua Fria water district and the water and wastewater systems

serving the Anthem development in Maricopa County. These utility systems

primarily serve recent developments and have very similar operating procedures.

The final application is for the small Class C water system known as the Tubac

water district in Santa Cruz County. This system is distinctive based on its small

size, limited revenues and location. Again, for convenience, I will sometimes refer

to the five applications as the Company's rate filing. And, again, I want to

emphasize that the terms "system" and "district" should be considered synonymous

throughout the Company's rate filing.

Q- A L L  O F  T H E S E  D I S T R I C T S  O R  S Y S T E M S  A R E  P A R T  O F  T H E

CIT IZE NS '  A CQUIS IT ION,  CORRE CT?

I

That is correct. I should also note that none of the former Citizens' systems have

received any recent rate increases. Citizens Agua Fria Water Division, Sun City

Water Company, Sun City Sewer Company, Sun City West Utilities Company and

Tubac Valley Water Company last rate order was issued inMay 1997 based on test

years ending March 31, 1995. , Decision No. 60172 (May 7, 1997).1 Citizens

Mohave Water and Wastewater Divisions last received rate increases in February

1990, based on test years ending March 31, 1988. Decision No. 56806 (Feb. l,

1990). Likewise, Havasu Water Company last received rate increases in February

1992, based on a test year ending December 31, 1990. Decision No. 57743 (Feb.

21, 1992). It appears that once Citizens decided to sell its water and wastewater

I systems in 1999, it elected not to seek rate increases and, in some cases, to accept

operating losses. This situation has caused Arizona-American to seek rate

l
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1 In Decision No. 60172, rates for Sun Cit Water Company and Sun City West Utilities'
rates for water service were actually reduced. I also understand the
Utilities' rates for both water and wastewater service were reduced in the poor rate
proceeding, as were Sun City Water Company's rates. Decision No. 55488 (March 17,
1987).

Sun City West
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I
I increases more quickly than it anticipated. However, a delay in obtaining rate

increases and correcting these systems' anemic earnings would be handful to the

Company and, ultimately, to its customers.

I
I

Q- WHAT ARE YOUR OVERALL RESPONSIBILITIES IN THIS CASE?

I have been responsible for the coordination and supervision of all of the rate ease

applications discussed including, among other things, selecting the test period and

the pro-forma time period for various adjustments, and determining what

adjustments need to included in the filing.

I
I

Q- WHAT TEST PERIOD DID YOU DETERMINE WAS APPROPRIATE IN

THIS CASE?

I determined, for ease of presentation, that the period ending December 31, 2001,

should be used as the test period for the Company's rate filing. This period closely

is aligned with the purchase of the Citizens' Assets by Arizona-American, which

transaction closed on January 15, 2002.

I Q- DID ARIZONA-AMERICAN own THE CITIZENS' ASSETS, OR HAVE

ANY RESPONSIBILITY FOR THE OPERATING EXPENSES OR THE

PROVISION OF SERVICE DURING THE TEST PERIOD FOR THE

SYSTEMS THAT ARE THE SUBJECT OF THE COMPANY'S RATE

FILING?

I No. As I stated, the purchase of the Citizens' Assets was not completed until

January 15, 2002, on which date Arizona-American assumed operational control

and responsibility for the Citizens' Assets.
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Q, SINCE ARIZONA-AMERICAN DID NOT OWN AND OPERATE THE

CITIZENS' ASSETS AND DID NOT HAVE ANY OPERATING

RESPONSIBILITY FOR THE WATER AND WASTEWATER UTILITY

OPERATIONS IN 2001, HOW DOES THE COMPANY JUSTIFY FILING A
I
I
I
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A PROFESSIONAL CGRPORATIDN

PHOENIX 6



I
I
I
I
I

RATE APPLICATION WITH A TEST PERIOD ENDING PRIOR TO THE

COMPLETION OF THE PURCHASE?

The recorded operating expenses directly incurred by each district basically remain

unchanged following the acquisition. Further, the Commission ordered Citizens to

maintain its books and records for a period of 5 years following the closing. It is

relatively simple to remove the management and services costs allocated to each of

the operating systems by Citizens from the normally-incurred direct operating

expenses of these systems. Likewise, it is relatively simple to add in the expected

Service Company charges from AWW applicable to Arizona-American.

Q- WHAT PRO FORMA TIME PERIOD HAVE YOU USED FOR EXPENSE

AND PLANT ESTIMATIONS IN THIS CASE?

I am recommending that such adjustments, all of which will be detailed further in

the various witnesses' direct testimonies, go no further into the future than end of

year 2002. This will provide ample time for Staff to review and analyze these

adjustments prior to providing their recommendations in Staff' s direct tiling.

I
I
I
I
I
I

Q- ARE THERE PRO FORMA ADJUSTMENTS FOR PLANT ADDITIONS?

I

Yes, we have estimated the non-revenue generating plant additions that will be

completed and placed in service by the end of 2002, and have included pro forma

adjustments that include those additions in utility plant in service. This is

consistent with Commission Decision No. 61831 (July 20, 1999) related to the

Paradise Valley water district, wherein the Commission ordered the Company to

limit pro forma plant additions to those plant items that are used and useful and in

service 90 days after the application is deemed sufficient. The December 31, 2002

cut-off date proposed by Arizona-American in this case is well within the 90-day

deadline established by the Commission.
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26 Q- HOW ARE PRO FORMA ADJUSTMENTS DETERMINED FOR
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OPERATING EXPENSES?

Pro gonna adjustments for operating expenses are based on known and measurable

changes that have or will occur up until the time each rate application is filed to

develop a normal 12-month period of operations. This is consistent with A.A.C.

R14-2-103(i).

I
I
I III. ACQUISITION OF THE WATER AND WASTEWATER ASSETS OF

CITIZENS UTILITIES OF ARIZONA

Q, WOULD YOU PLEASE BRIEFLY DESCRIBE THE CITIZENS'

ACQUISITION?

I
I
I
I
I
I

I
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By way of background, Arizona-American has owned and operated a water utility

system in Arizona, which was formerly known as Paradise Valley Water Company,

since the late 1960s. The Paradise Valley water district is relatively small, and

currently furnishes service to approximately 5,000 customers. Sometime in 1998

or 1999, Citizens Communications Company (formerly Citizens Utility Company)

decided to focus its business activities in the telecommunications area, and elected

to sell its water and wastewater assets, which were located in six states including

Arizona. Arizona-American's parent company, AWW, which is the largest

privately=owned water utility system in the United States and whose business

activities focus on water and wastewater, entered into negotiations with Citizens.

Ultimately, on October 15, 1999, Citizens, Arizona-American and AWW entered

into an agreement under which Arizona-American agreed to purchase the Citizens '

Assets, which included all of the water and wastewater systems and assets in

Arizona.

Citizens and its various Arizona water and wastewater subsidiaries, along

with Arizona-American, filed an application on March 24, 2000, seeking approval

of the transfer of the Citizens' Assets to Arizona-American in Docket Nos. W-
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I
I

01032A-00-0192, et. seq. Later that same year, Arizona-American filed a separate

application in Docket No. W-01303A-00-0929 seeking authority to issue certain

promissory notes and other evidence of indebtedness and to assume certain

industrial development revenue bonds in connection with financing the purchase

of the Citizens' Assets. Following notice and a public hearing, the Commission

ultimately approved the transfer of the Citizens' Assets in the Acquisition

Decision. Attached to the Acquisition Decision and incorporated therein in the

second ordering paragraph, was a settlement agreement setting forth specific terms

and conditions agreed to by Staff and the Company. These terms and conditions

settled one ratemaking issue and set forth deadlines, procedures and f iling

requirements that Arizona-American is to follow in future rate proceedings. The

2.

terms and conditions are as follows:

1. The ratemaking treatment of the of the acquisition adjustment, deferred taxes,

excess deferred taxes and the investment tax credit will be deferred until a

future rate case proceeding.

The decision to allow recovery of the acquisition adjustment must be based

on Arizona-American's ability to demonstrate that clear, quantifiable and

substantial net benefits have been realized by ratepayers, which would not

have been realized had the transaction not occurred

The oaths3. after the closing of the

complaints received by the

I
I
I
I
I
I
I
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4.

Company must ti le a report 13 m

transaction, comparing the number of

Commission prior to and after the transaction.

The adjusted AIAC balance not transferred to Arizona-American as part of

the transaction will be imputed ratably into rate base over a 6.5 year period.

The balance will be ratably reduced over the 6.5 years utilizing a levelized

monthly below the line amortization.
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I

I
I

I
I

A copy of the Acquisition Decision is attached hereto as Stephenson Dir. Exh. 1.

Later in 2001, the Commission issued Decision No. 64002 (Aug. 30, 2001)

authorizing the debt financing for the purchase of the Citizens' Assets. In

summary, the Commission authorized Arizona-American to issue promissory notes

and other evidence of indebtedness in an amount not to exceed $180 million and to

issue a promissory note reflecting the obligation associated with assuming

Citizens' industrial development revenue bonds in the amount of $10,635,000

The balance of the purchase price was financed by an infusion of additional paid in

equity capital from AWW. In Decision No. 64002, the Commission ordered

Arizona-American to increase its equity by at least $0.69 for each dollar of

acquisition in order to maintain a reasonably balanced capital structure.

Q- WHEN DID ARIZONA-AMERICAN FINALIZE THE PURCHASE OF THE

I
I
I

I
I
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CITIZENS' ASSETS?

The transaction was finalized on January 15, 2002, the date title to all of the

Citizens' Assets was transferred to Arizona-American. All of the service provision

responsibilities were also transferred to Arizona-American on that date. The final

Citizens' Asset purchase price was approximately $276,500,000, and included an

initial book acquisition adjustment of approximately $71,100,0G0. As Explained

in the Direct Testimony of Mr. Joseph Hartnett, appended as Exhibit C to the Joint

Application for Authority to Transfer Assets and Related Approvals in Docket

Nos. W-01032A-00_0192, 3 so, the purchase for the Citizens' Assets was

determined by an arms-length negotiation based on the advice of each companies

financial advisors. This open market negotiated purchase price then establishes

AWW's reasonable investment in the Citizens' Assets. This reasonable investment

in the Citizens' Assets was funded by a combination of debt and equity as shown

on at the top of the closing journal entry to record the transaction, which is
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I

I attached hereto as Stephenson Dir. Exh. 2.

I

POST TEST PERIOD ADJUSTMENTS

WHAT PRO FORMA ADJUSTMENTS ARE YOU RESPONSIBLE FOR

SUPPORTING?

I

I am responsible for supporting seven adjustments, one of which is specific to this

application, which includes the Sun City wastewater district, and six others that

impact all of the Company's rate filings. The specific adjustments are as follows:

1) the reclassification of the payment made to the City of Tolleson for the

installation of a new trickling filter (Sun City wastewater district only), 2)

capitalization of payments made for the implementation of ORCOM billing

software from operating expense and the determination period for the recovery of

this expense (all systems), 3) the transfer of charges related to the completion of

the Cit izens' Acquisit ion, as well as charges for the development of  base

accounting procedures (all systems) from expenses to organizational costs, 4) the

rationale for the removal of the Citizens' management costs (all systems), 5)

estimates of Service Company charges (all systems), 6) estimates of rate case

expense (all systems) and 7) estimates of direct charges to the systems made by

AWW (all systems).

I
I
I
I

Q- PLEASE DESCRIBE THE ADJUSTMENT THAT WAS MADE

REGARDING THE PAYMENT MADE TO THE CITY OF TOLLESON

FOR A NEW TRICKLING FILTER.

I
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During a five-month period in 2001, Citizens made payments of $100,000 per

month to the City of Tolleson for its share of the installation of a new trickling

filter for Tolleson's wastewater treatment plant. A more detailed discussion of the

Company's agreement with Tolleson and the trickling filter replacement can be

found in the Direct Testimony of Robert J. Kuta. Citizens recorded these
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I payments as a wastewater disposal expense. As explained by Mr. Kuta, Tolleson

has taken the position that, under the Company's agreement with Tolleson,

Arizona-American is responsible for a proportionate share of any new capital

investments Tolleson makes to its wastewater treatment plant. Because these

payments have already been made for this capital item, the total, $500,000, should

be considered a capitalized investment and spread over the remaining tern of the

Agreement with Tolleson. This payment to Tolleson is for the benefit of present

and future ratepayers and as such these present and future ratepayers should share

in the costs. Because Arizona-American did not pay Citizens for this item as part

of the Asset Purchase Agreement, the entry to record this item as a limited term

asset should be a debit to plant in service and a credit against the Acquisition

Adjustment we are seeking.
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Q. WHY HAVE PAYMENTS BEEN MADE FOR THE DEVELOPMENT OF

THE ORCOM BILLING SOFTWARE?

Payments made for the development of the ORCOM billing software have been

made in connection with converting all of the Citizens' customers over to the

AWW billing system. The payments should be considered as organizational costs

or start-up costs. I will refer to these as "start»»up costs" for the remainder of this

discussion. These start-up costs were for such items as consultants' fees, billing

programs modifications and related expenses of AWW associates to assist in the

development of the billing system. The billing system had to come on line exactly

at the time of closing. Since the acquisition was an asset sale, there was no

arrangement between Citizens and AWW for Citizens to continue billing any

utility customers after the transaction closed. The ORCOM system had to be up

and running, and running properly, at the closing. To the benefit of these

customers, AWWhas been developing this same system for its own use at all of its
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present properties, including the Paradise Valley district. This made the time and

expense of converting the Citizens' customers to the ORCOM system less

burdensome.

WHY WERE THESE COSTS EXPENSED?

Over the past few years accounting requirements regarding the booking of these

types of start-up costs have changed. Start-up costs historically have been

capitalized along with the purchase or development of new assets. This is no

longer the case. The Financial Accounting Standards Board has determined that

too many expenses were being capitalized and companies' balance sheets were

being overstated. However, for a regulated utility, the books and records of a

company are maintained in accordance with Commission regulations and policy.

These start-up costs have always been treated as a capitalized asset, and there is no

valid reason to stray from that policy. These start-up costs are incured for the

development of programs to serve new customers. The addition of the new

customers lowers the overall fixed costs per customer. This produces a net cost

savings. Therefore, all present and future customers should share in both the

development costs as well as the savings. Common regulatory practice is to spread

the development costs of a cost saving measure over the customer base receiving

known and measurable savings.

I
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DOES THIS COMMISSION HAVE JURISDICTION TO OVERIDE

ACCOUNTING POLICY AND AUTHORIZE THESE COSTS TO BE

CLASSIFIED As A CAPITALIZED START-UP OR ORGANIZATION

COST?

Yes. As has been the common practice under Financial Accounting Standard

Board Policy FAS 71, the Commission can establish different accounting

procedures for various items so long as the procedure establishes a set
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methodology and time period for the recovery of the item.

Q- WHAT ARE THE ACTUAL COSTS RELATED TO THE DEVELOPMENT

OF THE ORCOM BILLING SOFTWARE?

Attached as Stephenson Dir. Exh. 3 is an analysis showing the actual costs of this

project and other relationships. Page l of the Exhibit shows that the total one-time

costs for this project is $607,723. The amount included in the rate base for the Sun

City water and wastewater districts is $129,424 and $101 ,300, respectively.

Q- ARIZONA-AMERICAN PURCHASE ANY BILLING SYSTEM

ASSETS FROM CITIZENS As PART OF THE ASSET PURCHASE?

DID

No. As page 2 of Stephenson Dir. Exh. 3 shows, the billing system used by

Citizens to bill its water and wastewater customers (the Banner System) was

retained by Citizens. Therefore, as I testified earlier, Arizona-American had to

have its own billing system set up and fully functional at the time the Citizens'

Acquisition closed.
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Q» WHAT Is THE EFFECT ON THE RATE BASES FOR THE ARIZONA

DISTRICTS INCLUDED IN THE COMPANY'S RATE FILING RELATED

TO THE DEVELOPMENT OF THE ORCOM BILLING SOFTWARE?

As shown, the net book value of the Banner billing system at the time the Citizens '

Acquisition was completed was $2,620,054. Of that amount $982,488 was

allocated to the Citizens' water and wastewater systems in Arizona. The

difference between the development costs of the ORCOM system ($607,723) and

the allocated net book value of the Banner system not purchased ($982,488) is

$374,766. Thus, there was a net benefit to the customers in Arizona through the

development of the ORCOM billing system as opposed to purchasing the Banner

billing system from Citizens at the net book value allocated to Arizona. The net

effect on the rate base of Sun City water and wastewater districts is $79,812 and
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$62,469, respectively.

WHY HAVE YOU MADE AN ADJUSTMENT OF $906,531 FOR

CORPORATE COSTS TO TRANSFER VARIOUS ITEMS RELATED TO

THE CITIZENS' ACQUISITION TO THE ACQUISITION ADJUSTMENT?

I have made this adjustment for the same reasons that I recommend the transfer of

the one-time start-up costs from expenses. These costs were incurred to complete

the purchase of the Citizens' Assets and to establish books and records for the

Citizens' Assets and systems. The costs are related to t it le reviews, legal

interpretations of contract clauses, legal representation to transfer existing contracts

and for accounting assistance. These costs were necessary to secure and protect

Arizona-Ame1ican's legal rights to all the transferred assets and to obtain transfers

of all existing contracts and agreements. These are normal "organizational"

expenses to ensure full and proper title to transferred assets and to set up the books

and records in an appropriate manner.

CAN YOU PLEASE FURTHER DESCRIBE THE ITEMS WHICH YOU

ARE PROPOSING To RECLASSIFY TO THE ACQUISITION

ADJUSTMENT?
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Certainly. The total amount of $906,531 is comprised of charges from two

separate sources: charges incurred by AWW in connection with the purchase, and

charges from our accounting contractor in Arizona (Ronald L. Kozo ran, CPA) to

develop satisfactory records for regulatory purposes. The total of the charges from

AWW is $784,784 and the total of the charges from Mr. Kozo ran is $121,747.

The details of all of these charges is attached hereto as Stephenson Dir. Exp. 4.

This full amount is included in the Acquisition Adjustment.

PLEASE EXPLAIN THE JUSTIFICATION FOR REMOVING ALL OF

CITIZENS' MANAGEMENT FEES FROM THE TEST PERIOD
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EXPENSES.

have removed all of Citizens' management fees from the test period expenses

because these expenses pertain to Citizens' management of the Citizens' Assets in

Arizona, not expenses that will be incurred under the ownership and management

of Arizona-American. These expenses must be removed and replaced by current

annualizations of Service Company charges to Arizona-American in order to

provide an accurate presentation of known and measureable expenses that are

occurring now and will occur on a going-forward basis in the future.

I

Q- H O W Y O U  D E T E R M I N E  W H I C H  E X P E N S E S  T o  R E M O V E

R E L A T E D  T O  C I T I Z E N S '  M A N A G E M E N T  A N D  W H I C H  E X P E N S E S

R E L A T E D  T o  T H E  S E R V IC E  C OM P A N Y  T O IN C L U D E ?

D I D

I
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The explanation of the procedure to determine what expenses were removed will

be discussed by Mr. Tom Bourassa in his direct testimony. I have annualized the

amount of expense to be included in the pro folia test period based on actual

recorded costs from April through July 2002. Attached as Stephenson Dir. Exh. 5

is a spreadsheet showing the recorded costs from January through the end of July. I

have not included the months of January through March in my annualization

because these months were either not full months due to the finalization of the

acquisition (January) or the months were not accurately reflect normal cost

allocations from the Service Company (February and March). Viewing Exhibit 5,

it is obvious that January and February have very low recorded expenses in

comparison to the other months. The month of March is more in line with future

months, but is still questionable due in part to the obvious omission of a credit for

the call center amortization (this amortization relates only to the Paradise Valley

system). Furthermore, March is a quarter-ending month, and as such expenses in

that month tend to contain more quarterly adjustments, thereby causing distortion
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I

of the annualization without including the other months of the quarter.

Q- W H A T  I s  T H E  A V E R A G E  M O N T H L Y  C H A R G E  F O R  T H E  S E R V I C E

COMP A NY  FOR THE  MONTHS  OF A P RIL  THROUGH JULY  2002?

As shown on Stephenson Dir. Exh. 5, the average monthly amount of Service

Company charges for the period April through July 2002 is $429,476. Annualizing

this amount yields a total of $5,153,711 for 2002.

Q, D I D  Y O U  S P R E A D  T H E  A N N U A L I Z E D  T O T A L  T o  E A C H  O F  T H E

SYSTEMS IN  ARIZQNA?

I

Yes, I spread the annualized expense to each of the systems on a four-factor basis.

The four-factor analysis considers many factors all of which produce the benefits

Arizona-American receives from the Service Company. The four-factor

spreadsheet is attached hereto as Stephenson Dir. Exh. 6, The allocation to Sun

City water and wastewater districts is $926,122 and $522,586, respectively, based

on the four-factor allocation methodology.
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Q. P L E A S E  E X P L A I N  Y O U R  E S T I M A T E  O F  R A T E  C A S E  C O S T S

IN C L U D E D  IN  T H E  C OM P A N Y 'S  R A T E  F IL IN G.

The estimate of rate case expense has been developed with estimates provided by

all outside consultants and costs estimated for in-house items. Attached as

Stephenson Dir. Exh. 7 is an estimate of the rate case costs necessary to prosecute

these applications.. The total estimated costs of consultants and legal counsel is

$608,000. This amount is comprised of $275,000 for onside accounting and rate

assistance, $51,000 for the outside rate of return consultant and $282,000 for legal

counsel. The total estimate of in-house costs is $98,000 and is comprised of

$18,000 for employee expenses and $80,000 for expenses related to mailings,

notices, printing and supplies. I have allocated the total estimated rate case costs to

each system based on adjusted test period revenues and have spread those totals
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I

I
over a three-year recovery period. The total amount allocated to Sun City water

and wastewater districts is $122,623 and $l00,749, respectively.

Q. ARE THE ESTIMATED COSTS TO PROSECUTE THE RATE FILINGS

CONSISTENT WITH PRIOR COSTS INCURRED T() PROSECUTE RATE

APPLICATIONS IN ARIZGNA? .

I Yes, in fact the estimated cost to prosecute this case is lower on a per customer

basis than the amount the Commission has previously allowed for the Paradise

Valley water district in its past two rate cases. The average rate case cost per

customer in the last two Paradise Valley rate proceedings was approximately

$13.25. In these applications we have estimated the rate Case cost per customer to

be approximately $6.50 per customer, or only $2.17 per customer annually.

Q. WHAT ARE THE ADJUSTED DIRECT CHARGES COMPRISED OF?

The direct charges are comprised mostly of  employee benef its, customer

accounting charges (bill forms, postage, inserts, collection agency fees, etc.),

insurance fees, dues and memberships, employee travel and directors and trustee

fees. Attached as Stephenson Dir. Exh. 8 is an itemization of the charges.

Q- HOW DID YOU ESTIMATE THE ANNUAL COSTS FOR THESE ITEMS?

I based the annualized cost for these items on the actual recorded costs for March

through July of 2002.

I
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Q- WHAT Is THE TOTAL OF THE ANNUALIZED DIRECT CHARGES AND

HOW WERE THEY ALLOCATED To VARIOUS TEST PERIOD

EXPENSE CATAGORIES?

The annual total for these direct expenses is $3,161,915. The charges were related

to four different expense categories: salary and wages ($1,586,293), miscellaneous

expenses ($23,058), general office expenses ($1,293,829) and insurance fees

($258,736).
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I
I
I

How WERE THESE DIRECT CHARGES ALLOCATED TO EACH OF

THE ARIZONA-AMERICAN SYSTEMS?

I
I

These charges were allocated to each of the systems based on four different

factors. The system charges for salaries and wages were allocated to each system

based on expensed test period salaries, the allocation of miscellaneous expense

was spread to each system based on customer count and pro forma plant, the

allocation of general office expense was allocated to each system based on

customer count, pro forma plant and adjusted test period rate base, and the

allocation of insurance fees to each of the sysetms was based on adjusted test

period rate base.

Q~ WHY DID YOU USE THE MARCH THROUGH JULY TIME PERIOD?

As stated earlier, I chose the time period that best represents the normalized

expenditures. I had to eliminate January and February from consideration due to

the fact that Arizona-American did not own the Citizens' Assets until January 15,

2002, and February 2002 was the first full month of operation by Arizona-

American and not all charges were recorded properly.

Q. YOU REMOVE ALL OF THE RECORDED TEST PERIOD

EXPENSES RELATED To THESE SYSTEM SPECIFIC ALLOCATIONS?

DID

I
I
I
I
I

Yes, all of the test period expenses for these items were removed from the test

period along with the Citizens' management fees.

I
I
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24 A.

25

26

WHAT WAS THE AMOUNT ALLOCATED TO EACH OF THE EXPENSE

CATAGORIES FOR THE SUN CITY WATER AND WASTEWATER

DISTRICTS?

The allocations to each of the expense categories for the Sun City water and

wastewater districts is $432,625 and $72,l04, respectively, for salaries and wages,

$3,446 and $l,248, respectively, for miscellaneous, $340,748 and $212,24l,
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respectively, for general office, and $70,708 and $29,375 for insurance,

respectively.

Q.

CAPITAL STRUCTURE AND cosT OF DEBT

WHAT Is THE CAPITAL STRUCTURE THAT ARIZONA-AMERICAN

PROPOSES TO UTILIZE IN THESE APPLICATIONS?

The Company proposes a capital structure comprised of 60 percent debt and 40

percent equity.

I
I
I
I
I
I
I
|
I
I
I

Q- HOW WAS THIS CAPITAL STRUCTURE DETERMINED?

I
I

It was determined based on the actual financing of the acquisition of the Citizens'

Assets by Arizona-American. At the very top of the first page of Stephenson Dir.

Exh. 1 is the entry to record the purchase of the Citizens' Assets by Arizona-

American. This entry shows Common Stock in the amount of $1 10,888,158 (40

percent), Bonds - Inside of $154,948,119 (56 percent) and Bonds .- Outside of

$100635,000 (4 percent). These are the actual amounts for each of these

components as recorded on the books of Arizona-American at the time of purchase

of the Citizens' Assets. AWW strives to have its subsidiaries maintain the most

efficient capital structure. Typically, the most efficient capital structure for AWW

utility subsidiaries is comprised of approximately 60 percent debt. AWW has

maintained its high debt rating (A-) and secured very efficient rates for bonds and

notes by maintaining a 60 percent debt component in the capital structure. The

greater the leverage of the capital structure while still maintaining a high bond

rating, the lower the cost of capital to the Company and its customers.

I
I
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Q, PLEASE EXPLAIN THE DIFFERENCE BETWEEN "BONDS-INSIDE"

AND "BONDS-OUTSIDE."

The "Bonds-Inside" comprise the debt financing provided by American Water

Works Capital Corp. ("AWCC") in the font of a short-term note. This is a five-

FENNEMORE CRAIG
\ PROFESSIDNAL CORPORATION

PHOENIX 20



I

I year unsecured note with an interest rate of 4.92%. The "Bonds-Outside" is debt

financing reflecting the assumption of Citizens' industrial development revenue

bonds I mentioned previously, which have an interest rate of 7.30%.

I ACQUISITION ADJUSTMENT

EARLIER, YOU DISCUSSED THE ACQUISTION. HOW  W ILL

ARIZONA-AMERICAN ACCOUNT FOR THE DIFFERENCE BETWEEN

THE PURCHASE PRICE AND THE ACQUIRED ASSET BALANCE FOR

REGULATORY PURPOSES?

The difference will be recorded as an Acquisition Adjustment in accordance with

the NARUC Uniform System of Accounts.

Q- WHAT Is THE AMORTIZATION PERIOD THAT ARIZONA-AMERICAN

PROPOSES TO USE?I
I Forty years .

Q- WHAT METHOD OF AMORTIZATION Is ARIZONA-AMERICAN

PROPOSING TO USE?

I

I
I
I

1

2

3

4  V I .

5 Q.

6

7

8

9 A.

10

11

12

13 A.

14

15

16 A.

17

18
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20

21

22

23

24

25

26

Arizona-American proposes to follow a mortgage amortization method, which

incorporates the same amortization principle as home mortgages. Under this

method, Arizona-American would recover only a small portion of the Acquisition

Adjustment in the initial years and recover increasingly greater amounts in the later

years. The annual amortization increases each year. The proposed amortization of

the Acquisition Adjustment balance is attached hereto as Stephenson Dir. Exh. 9.

The amount of the amortization included in the cost of service for the Sun City

water and wastewater districts in these applications is $20,500 and $11,100,

respectively, based on amortization of the Acquisition Adjustment in 2003, as

shown in Exhibit 9.

Q, WHAT Is THE NORMAL METHOD OF RECOVERY FOR UTILITY
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I ASSETS?

The normal method, known as a straight-line method of recovery, involves equal

or level recovery in each year of the asset's life.

Q- WHY ARE YOU PROPOSING THE MORTGAGE METHOD RATHER

THAN THE STRAIGHT-LINE METHOD?

I

Although there are several reasons for this proposal, there is one significant

reason: the mortgage method provides a much better matching of the recovery of

the acquisition adjustment to the benefits the customers will receive as a result of

this transaction.

Q» DOES USING THE MORTGAGE AMORTIZATION METHOD BETTER

ILLUSTRATE THE CUSTOMER BENEFITS OF THIS TRANSACTION?

I
I

Yes. As stated previously, the savings generated from this transaction will grow as

time passes. Allocating the recovery of the Acquisition Adjustment on an

increasing basis over the recovery period, instead of leveling the recovery of the

Acquisition Adjustment as is normal under the straight-line method of recovery,

provides a superior opportunity for all current and future ratepayers to realize the

benefits of the transaction.

I
I

Q- ARE THERE ANY OTHER FACTORS THAT SUPPORT YOUR

SELECTION OF THIS METHODOLOGY?
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Yes. The effects of inflation should also be considered. If a straight-line

amortization method is used, the highest net-present value amounts are charged

initially, and lower amounts are charged toward the end of the amortization. Given

the effects of inflation, the differential between initial and final charges are

substantial in terms of constant dollars. The mortgage-style amortization works

with the effects of inflation to create a more level, constant dollar charge.

Q- WHAT SHOULD THE COMMISSION AUTHORIZE IN THIS
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PROCEEDING WITH RESPECT To AN ACQUISITION ADJUSTMENT?

I
Arizona-American requests that the Commission authorize a 40-year amortization

period and use of a mortgage amortization method, with the recovery of the

acquisition adjustment as a component of the cost of service, as discussed

previously.

VII. DISCUSSION
DECISION

OF THE REQUIREMENTS OF THE ACQUISITION

HAVE YOU ADDRESSED COMPLIANCE W ITH ALL OF THE

COMMISSION'S DIRECTIVES IN THE ACQUISITION DECISION?

A.

I

No. I have only covered the requested treatment of the Acquisition Adjustment.

The Acquisition Decision also calls for the determination of the clear, quantifiable

and substantial net benefits for ratepayers resulting from the purchase of the

Citizens' Assets by Arizona-American, and the determination of the ratemaking

treatment of deferred taxes, excess deferred taxes and investment tax credits that

were on the books and records of Citizens at the time of the closing of the

purchase transaction, yet were not transferred to Arizona-American. It is my

recommendation to delay the demonstration of the clear, quantifiable and

substantial net benefits for ratepayers resulting from the purchase of the Citizens '

Assets by Arizona-American until a later date,after which time Arizona-American

will have greater operating experience and be better able to demonstrate the

tremendous net ratepayer benefits that result from this transaction. However, by

recommending this delay, Arizona-American does not waive its right to, at some

point in time in the future, request recovery of and on the Acquisition Adjustment,

if it so desires to do so. It is my recommendation is that the deferred taxes, excess

deferred taxes and the investment tax credit not be considered for any ratemakingI
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WHAT is THE BASIS FOR THIS RECOMMENDATION AS IT RELATES

TO THE DEFERRED TAXES, EXCESS DEFERRED TAXES AND THE

INVESTMENT TAX CREDIT?

All of these items were established on the books and records of Citizens due to

timing differences between book and tax recognition of an allowance to record the

event causing the tax difference in the income stream. For deferred taxes, it is the

tax effect of the difference between depreciation methods of assets for book and

tax purposes. For tax purposes, many assets were once allowed to be depreciated

at an accelerated rate, meaning that the assets were depreciated at a higher early

period rate, and over a shorter time period, than for book purposes. For investment

tax credits, in the past the Internal Revenue Code allowed a percentage tax

deduction for the investment in various assets. The investment tax credit was

never considered for book purposes.

In short, these are taxes and credits that belong to Citizens, not Arizona-

American. Arizona-American purchased the water and wastewater assets of

Citizens in Arizona, it did not assume any of the liabilities, except for the one

series of industrial development revenue bonds. The deferred taxes and

investment tax credits will be reconciled from the books and records of Citizens

when Citizens files its 2002 tax return and applies these items against the gain or

loss realize upon the sale of the water and wastewater assets to Arizona-American.
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WHAT WERE THE BALANCES OF THE DEFERRED TAXES AND

INVESTMENT TAX CREDITS ON THE BOOKS AND RECORDS OF

CITIZENS AT THE TIME OF CLOSING OF THE ASSET PURCHASE BY

Aww OF THE ARIZONA ASSETS?

Stephenson Dir. Exh. 10 is a copy of the Arizona Property Detail supplied by

Citizens at the time of closing. This Exhibit shows that the balance for the
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deferred taxes was $4,674,819 and the balance of the investment tax credits was

$1,910,600. There were no excess deferred taxes shown on the books and records

of Citizens for Arizona at the time of closing.
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Q- PLEASE EXPLAIN FURTHER W HY YOU BELIEVE THAT THE

DEFERRED TAXES on THE BOOKS OF CITIZENS FOR ARIZONA AT

THE TIME OF CLOSING SHOULD NOT BE CONSIDERED FOR

RATEMAKING.

Deferred taxes that were on the books and records Of Citizens at the time of

closing are not an item that should be considered as a "carryover" item in an asset

purchase agreement. Deferred taxes result from items being treated differently for

tax and book purposes. These differences are primarily created by Citizens' ability

to delay actual tax payments due to accelerated asset value depreciation or

amortization for tax purposes over the straight-line depreciation or amortization

used for book and regulatory purposes. These tax-differences are recorded as

deferred taxes. These deferred taxes will be taken into consideration when

calculating a tax gain or loss as a result of the sale of the Citizens' Assets. Upon

the sale of such assets, these deferred taxes will be paid and the deferred tax

balances zeroed out.

When deferred taxes have been allowed as a component of cost of service

in utility ratemaking, their accumulated balance (ADIT) is typically deducted from

rate base as a source of non-investor capital. This is because deferred taxes are

collected in rates prior to the time they must be remitted to the respective taxing

authorities. In the interim, they represent a source of funds available to the utility

for plant investment or other corporate purposes. During that period it is entirely

appropriate to deduct the ADIT from rate base. When the tax liabilities underlying

previously deferred taxes are paid, however, the related ADIT balances are
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26 A.

eliminated and the rate base deductions are no longer available.

With respect to Citizens' ADIT existing at the time the sale of its water and

wastewater assets to AWW, the related income taxes will become due. At that

time, the ADIT's will be paid and there will be no balance available to deduct from

rate base. On-going compensation to customers is not warranted. When non-

investor funds have been satisfied they no longer exist, and no further rate base

deduction is appropriate. ADIT's may be viewed as a temporary loan to the utility

by the taxing authority. By deferring the date upon which taxes are ultimately

paid, a source of funds is created. Once the "loan" is repaid, the source of funds

ceases to exist. There is no entitlement inuring to the utility's customers, since

they pay taxes applicable to the utility service they receive.

WHAT is EFFECT ON ARIZONA-AMERICAN IF THE

COMMISSION ELECTED To USE CITIZENS' RECORDED DEFERRED

TAXES IN FUTURE RATEMAKING.

The Internal Revenue Service has, on a number of occasions, declared that any

deferred income tax reserves or unauthorized income tax credits relating to assets

that have been sold, transferred, or removed from regulation may not continue to

be considered in the subsequent ratemaking determinations. To attempt to do

otherwise will result in the utility losing the ability to take accelerated depreciation

on its Federal income tax return.

PLEASE EXPLAIN FURTHER WHY YOU BELIEVE THE INVESTMENT

TAX CREDITS THAT WERE ON THE BOOKS AND RECORDS OF

CITIZENS AT THE TIME THE PURCHASE wAs COMPLETED BY

ARIZONA-AMERICAN

RATEMAKING.

The reasons are exactly the same as for deferred taxes. The investment tax credits

SHOULD NOT BE CONSIDERED FOR
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I
will be considered in calculating Citizens' gain or loss as a result of the sale of the

assets, and therefore will be eliminated. The investment tax credits were a

"temporary" source of non-investor funds, once appropriately deducted from rate

base, but now that they have been "paid", they are no available as a rate base

deduction. This deduction no longer exists and as such cannot be used for

ratemaking.

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

Yes it does.
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la OPINION AND ORDER

6 I IN THE MATTER OF THE JOINT
APPLICATION OF CITIZENS UTILITIES
COMPANY; AGUA FRIA WATER DIVISION
OF CITIZENS UTILITIES COMPANY,
MOHAVE WATER DIVISION OF CITIZENS
UTiLITIES COMPANY; SUN CITY WATER
COMPANY, SUN CITY SEWER COMPANY,
SUN CITY WEST UTILITIES COMPANY,
CITIZENS WATER SERVICES COMPANY
OF ARIZONA; CITIZENS WATER
RESOURCES COMPANY OF ARIZONA;
HAVASU WATER COMPANY AND TUBAC
VALLEY WATER COMPANY, INC., FOR
APPROVAL OF THE TRANSFER OF THEIR

13 WATER AND WASTEWATER UTILITY
ASSETS AND THE TRANSFER OF THEIR
CERTIFICATES OF PUBLIC CONVENIENCE
AND NECESSITY TO ARIZONA-
AMERICAN WATER COMPANY AND FOR
CERTAIN RELATED APPROVALS.
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Mr. -Michael M. Grant, GALLAGHER &
KENNEDY.  and Mr . Craig Marks, Associate
Genera\ Counsel, on behalf of Citizens
Communications Company;

I
I 25

26
| This Recommended Opinion and Order was prepared by Administrative Law Jud-ve Marc E. Stem upon review of
the testimony and exhibits admitted into evidence in the proceeding,

S:\Hearin8-Marc'Opinion Orders=000 l92o&o.DOC
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I

2
Mr. Norman D. James. FENNEMORE CRAIG, on
behalf of Arizona~American Water Company;

1
.> Mr. Daniel W. Pozefsky. Staff Attorney, (

of Residential Utility Consumer Office, behalf

4

5
Mr..BilI Meek on behalf of the Arizona Utility
Investors Association; and

6

7

Ms. Teena Wolfe Staff Attorney, Legal Div ision,
on
Corporation Commission.

behalf  of the Util ities Div ision of the Arizona

8
BYTHE COMMISSION:

9
On March 24. 2000, Citizens Utilities Company, no w known as Citizens

10
Communications Company, together with i ts Agua Fria W ater Div ision, Mohave W ater

I
I I I

Division. Sun Circ \Valor Company. Sun City Sewer Company, Sun City West Uti l i t ies
IN

13

Company. Citizens Water Services Company oF Arizona. Citizens Water Resources Company of

Arizona, Havasu Water Company and Tubac Valley Water Company (collectively "Citizens"),

14
and Arizona-American Water Company ("Arizona-American") filed with the Arizona Corporation

15
Commission ("Commission") a Joint Application to Transfer Assets and Related Approvals

16
("Application") of Citizens' water and wastewater utility assets in Arizona including Citizens'

17
Certificates of Convenience and Necessity ("Cer1i ficates") held by Citizens to Arizona-American.

18
On May 17, 2000 and on June I, 2000, the Residential  Uti l i ty Consumer Of f ice

19
("RUCO") and the Arizona Utility Investors Association ("AUIA") filed applications For leave to

20
intervene. Subsequently, intervention's Qranted to RUCO and toAUIA.1

21
On May 30, 2000, by Procedural Order, a hearing was scheduled on the above-captioned

22
matter for September 27, 2000. Citizens and Arizona-American caused public notice of the

23
Application and hearing thereon to be published in various newspapers throughout Arizona. In

24

25

26

z On April IO, 7000, Mr. Marvin Lustiger filed an application ro intervene in the above-captioned matter.
However, by subsequent filing, Mr. Lustiger clarified that he was only interested in electric or telephone
service in Mohave County, and therefore, Mr. Lustiger's request to intervene was deemed to have been
withdrawn.

I
I
I
I
I
I
I
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I
I I
2

~»
_)

addition. Citizens notified all its customers of the Application by means of a written bill insert.

On September 14, 2000, a formal public comment session was held in Sun City.

. On September 26, 2000, the Commission's Utilities Division ("Staff")filed a Settlement

4 'Agreement ("Agreement") marked ExhibitA which is incorporated by reference and attached

I hereto.
5

6 On September 27, 2000, a full public hearing took place at the offices of the Commission

7 in Phoenix. Arizona. Citizens. Arizona-American, RUCO. AUIA and Staff  were present with

8 counsel. Following the presentation ofevidence, Citizens and RUCO submitted written briefs on

9 the issue of whether Citizens should be required to pay a portion of the gain resulting from the

10 sale of its utility assets to Citizens' customers. The matter was then taken under advisement

1 I pending submission of a recommended Opinion and Order to the Commission.

I 2 DISCUSSION

13 Parties to the Transaction

14 Citizens, through its various divisions and subsidiaries, provides water. wastewater

I 5 electric, natural gas and telecommunications services to approximately 1.8 million customers in

16 22 states. including, in excess of 100,000 customers in Arizona. Citizens' current business

17 strategy is to focus on the provision of telecommunications services and the expansion of those

18 operations through the acquisition o f wire centers and access l ines f rom other providers,

19 primarily in rural areas, as was the case in the recently approved transfer Qr rural wire centers by

20I Qwest Corporation to Citizens Utilities Rural Company, Inc.

2] In connection with this business strategy, Citizens intends to sell its water, wastewater,

22 electric, and natural gas utilities and to apply the proceeds to finance acquisitions and other

23 business activities in the telecommunications area. In April 2000, Citizens also announced the

24 sale of its Louisiana natural eos operations for $375 million.I
I

25 The Commission granted Arizona-American a Certificate of Convenience and Necessity

26 to provide water service to approximately 4.600 customers in portions of the Town of Paradise

0001920&O DECISION NO. 6 3 Sf 94
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I Valley, the City of Scotlsdale and certain unincorporated portions at"Maricopa County. Arizona-

i
|K;

2 American is a wholly owned subsidiary of American Water Works Company, Inc. ("AWW").

3 which is the largest privately-owned water utility system in the United States, providing `water,

4 wastewater and other water resource management services to approximately 3 million customers

.1
I
I
I

5

6 13126 bi l l ion. AWW's December 31, 1999, balance sheet reflected a capital structure of 58.4

7 l percent long-term debt, 2.3 percent preferred stock and 39.3 percent common equity.

in 23 states, and with a reported consolidated rel plant of$5.l billion and operating revenues of

8 In 1999, AWW's subsidiaries invested $467 million lin Improving and upgrading their

9 facilities, and for the past severalyears, AWW has made similar expenditures averaging nearly

8400 million per year.xo

.I I

According to AWW witnesses. AWW's acquisition policy's motivated,

at least in part. b_v anticipated capital expenditures resulting from new regulatory requirements

IN and programs and the need to replace or upgrade aged infrastructure to maintain high quality

13 service. With the additional water aha wastewater systems, AWW and its subsidiaries hope to

14 obtain economies of scale and (O strengthen their Financial capability by expanding their

I 5 customer base.

16 The Transaction

17 On October 15, 1999, Citizens, Arizona-American and AWW entered into an agreement

18

19

20

2 l

I 22

23

24

25

I 26

| under which Arizona-American is to acquire the water and wastewater assets and the Certificates

I held by Citizens in Arizona ("the Acquired Assets") for approximately $231 million, subject to

adjustment at the time of closings The purchase price will be increased. based On utility plant

| added by Citizens after June 30, 1999, and will be reduced based on plant retirements occurring

| after such date. The Acquired Assets include all utility plant, property and interests relating to

| Citizens' water and wastewater operations in Arizona, with certain exceptions, including assets

| commonly used by Cit izens in connection with other uti l i ty operations, cash and cash

1 equivalents. and assets related to benefit plans. Citizens will also retain certain liabilities.

I including obligations~for~ taxes payable, obligations relatin<1 to employee compensation and

0001970310 DECISION no. 43584
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I benefits, and refunds of certain advances in aid of construction. Arizona-American will assume

2 and be liable for all contracts and permits assigned at closingycenain Industrial Development

q
.> Revenue Bonds ("IDRBs"), and unperformed obligations.

4 Arizona-Americaiu will finance the purchase of the Acquired Assets by a combination of

I 5 debt and equity. AWW has recently formed a new subsidiary, American Water Capital

6 Corporat ion ("AW CC"),  that  wi l l  prov ide loans and other f inancial  serv ices to Awe

7 subsidiaries. Initially. Arizona~American will borrow funds from AWCC on a short-term basis,

8 and receive additional funds in the form of common equity directly from AWW. Within 12

9 months, the short~term debt will be convened [O ion<l-term debt with a planned capital structure

10 which will contain 55 to 60 percent debt and 45 to 40 percent common equity, including

l  l Arizona-Americanls existing debt and equity capital and the Citizens' lDRBs that will be

IN ,j155un1€d.3 9

13 The Position of Staffland the Staff Settlement Agreement

14 Staff generally supported the application, and recommended that the transfer of the

I 5 Acquired Assets to Arizona~American be approved, subject to several conditions.

16 First, Staff recommended that the Commission defer any decision on the rate making

17 treatment of an acquisition adjustment, deferred taxes, excess deferred taxes, and investment tax

18 1 credits until a future rate proceeding,

19 Second, Staff  recommended that the decision to allow recovery of an acquisition i

I 20 4

21
I

22

I adjustment be based on Arizona-American's ability to demonstrate that clear, quantifiable and

'substantial net benefits have been realized by ratepayers, which would not have been realized

l had the transaction not occurred.
Q

23 Third, Staff recommended that Arizona-American should be ordered to file, 13 months

24

I 25

26

J Arizona-American has filed an application for authority to issue short-term and long-term debt in
connection with financing the purchase of the Acquired Assets. which is pending in Docket No. W-
01303A-00-0919_

8
8
s

:

Q
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I

2

'r
J

Rafter the closing of the transaction, a report comparing the number of complaints received by the

*Commission prior to and after the transaction. The report sho.uld provide an explanation of any

isienificant changes in the number and importance of the complaints. Staff would then review

4 this report and, if necessary, make a recommendationto the Commission of any further action to

5 be taken.

6 Fourth, Staff recommended that an imputation of the benefits related to advances in aid

7

8

9

1 of  construction ("AIAC°') and contributions in aid of  construction ("ClAC") received by

I Arizona-American be made in subsequent rate proceedings for each former Citizens' system.

I The purpose of the imputation would be to recognize those portions of the Acquired Assets that

10 were Glanced by AIAC and CIAC which Arizona-American will not be assuming. Staff also

l  I recommended that imputed AIAC be amortized over a period of 10 years, while imputed CIAC

l a would be amortized below the line in the same manner as would have otherwise occurred.

13 Fifth, Staff recommended that Arizona-American be required lo seek Commission

approval of any amendments to, or transfers of agreements relating to the purchase of water,

15 I such as Citizens' Central Arizona Project ("CAP") water subcontracts.

14

Finally, Staff recommended that the Commission order Arizona-American to charge16

[7 I ratepayers for services based on the rates, charges, and service tariffs in effect at the time of

18 closing in each Citizens service territory, until such time as Arizona-American files general rate

\9 I proceedings for each service territory.

In its rebuttal filing, Arizona-American indicated that it would stipulate to the conditions

21 I recommended by Staff, including the deferral of a decision concerning the recognition of an

20

22

'23 1 recognized, and would adopt and utilize the rates and charges for service, and all other service

acquisition adjustment and the conditions under which an acquisition adjustment would be

24 tariffs currently in effect in each of the affected Citizens service territories. However, Arizona-

25 American disagreed with imputing Citizens' AIAC and CIAC to Arizona-American.

26
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I Subsequently, Staff and Arizona-American entered into the Agreement, which resolved

2 all areas of disagreement relating to the terms and conditions under which the Acquired Assets

'\
.) would be transferred to Arizona-American.

4 Pursuant to the terms of the Agreement, Citizens' AIAC and CIAC will be imputed (O

5 Arizona-American for ratemaking purposes. This adjustment will reduce rate base. The amount

6 of  the AIAC and CIAC IO be imputed to Arizona-American for ratemaking purposes will be

7 based on the actual balances shown on Citizens` regulatory books as of the date of the transfer of

8 the Acquired Assets, adjusted as follows: an amount equal IO 5 percent of Citizens' AIAC

9 balance oz the time of the transfer will be reclassified as CIAC and added to the CIAC balance,

10 and the same amount will be deducted from Citizens' AIAC balance. The adjusted amount of

I I AIAC will be amortized below the line (i.e., no impact on expenses) over a period of 6.5 years,

12 with the amortization period beginning on the day on which the transfer takes place. The

13 adjusted amount of CIAC will be amortized above the line (i.e., as a reduction to depreciation

14 expense that would otherwise be recoverable in rates) over a period of 10 years, with the

15 amortization period beginning on the day on which the transfer takes place. The imputation of

16 AlAC and CIAC to Arizona-American is solely for ratemaking purposes. and not for financial

17 accounting or any other purpose.

18 In addition IO agreeing IO the imputation of AIAC and CIAC, Arizona-American agreed

19 that the Commission may adopt StafFs remaining conditions concerning the sale and transfer of

20 the Acquired Assets. Staff and Arizona-American also agreed that Arizona-Americanls request

2] 1 for an accounting order to establish the amortization method for any acquisition adjustment

22 I resulting from the transaction should be deferred until a future rate case.

23

24

25

Based on these agreements by Arizona-American, Staff is recommending that the

| Commission should approve the transtler of the Acquired Assets to Arizona-American and should

| not impose any additional terms, conditions or requirements on Arizona-American.

26
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I During the hearing, Staff and Arizona~American voiced their support of the Agreement,

2 believing that its terms are reasonable and in the public interest. AUIA also expressed its

q
J support for the Agreement. However. the remaining party to the proceeding,RUCO, objects to

4 I the approval of the Agreement and to the transaction generally, as discussed below.

5 Position ofRUCO

6 RUCO maintains the proposed transaction believing that it is not in the public interest

7 and should HO! be approved unless it is restructured. RUCO argued that the transaction could

8 possibly, in the future. impact on ratepayers. While RUCO did not disagree that consideration of

9 an acquisition adjustment should be deferred until a future ratecase, RUCO argued that the gain

10 resulting from the sale of the Acquired Assets received by Citizens. i.e._ the difference between

I  l the net book value of the Acquired Assets and the purchase price being paid by Arizona-

12 American, should be shared equally between Citizens stockholders and the ratepayers RUCO

13 further argued that the Commission should adopt a set of criteria to determine what, if  any,

14 acquisition adjustment should be allowed in a future rate proceeding. RUCO also suggested that

la to make this transaction in the public interest, among other things, the transaction should be

16

17

18

contingent upon Arizona-American's Board of Director's approving a letter pledging to invest ho

| less than 15 percent of the purchase price in acquisitions and capital improvements of"resources

i stressed" water and/or wastewater utilities in Arizona no later than 72 months after the date the

19 i Commission authorizes the transaction.

20 I Analvsis of Disposition of Gain Issue

al RUCO contended that fundamental principles of fairness support sharing the gain in this

22

7.3

t
I

I

I

24

25

26

lease. 'RUCO maintained that ratepayers have shared in the risk associated with the operation of

I the utility assets and that it necessarily follows that ratepayers should share in the gain realized

I from the sale of those assets. According to RUCO, this risk sharing results from the accounting

1 treatment prov ided in the National 'Association of  Regulatory . Uti l i ty Commissioners

1 ("NARUC") UnifOrm System of Accounts when an asset is retired prematurely, i.e., before a

0001920&O DECISION no 4 3 5 3 %
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I

2

1 utility fully recovers its original cost via depreciation. RUCO also stated that prior Commission

I decisions support gain sharing.

'v
_)

In response, Citizens argued that ratepayers have assumed no risk in connection with the

4 Investors have provided the

Therefore. the

6

operation of Citizens' water and wastewater ~utility business.

5 futil ity's capital and bear the f inancial risks associated with its operations.

I investors should be entitled to receive any gain resulting from the transaction. As to prior

7 'Commission decisions. Citizens cited three analogous cases involving a sale of an entire line of

8 I util ity business in which the Commission did Not order gain sharing Citizens also cited

9 Decision No. 60167 (Apri l 17, 1997) in which a utililyls natural gas business was sold at a loss.

10 In that case, the Commission did not order the customers ro share in the loss

I I This proceeding is similar to the three cases cited earlier by Citizens since it is selling its

I N entire business and will have no further water and wastewater operations in Arizona. The

13 Commission has never required gain sharing under these circumstances. In the Conte!  of the

14 West matter, in which Citizens was authorized to acquire all of Contel's telephone properties in

la Arizona, Staff urged that the gain resulting from the sale be shared equally with ratepayers.

16 However. the Commission rejected Qain shrine in that case.

17 We also do not believe that ratepayers bear a substantial risk by virtue of receiving utility

18 service in this case. The particular accounting treatment for depreciable plant provided under the

19 1 Uniform System of Accounts does not shift risk to customers, but rather prescribes particular

20 I accounting adjustments to properly reflect rate base before and after the retirement of a plant

21 I item. The utility's owners, i.e.,. its shareholders, ultimately bear the risks associated with the

22 . l utility's business. While regulation may reduce those risks relative to most non-regulated

7.3

24

25
4 Citizens/Southern Union, Decision No. 57647 (December 'z_ l99l); Cortes/Citizens. Decision No. 58819,
(October 17, 1994); and GTE/Citizens, Decision No. 6"64S (June 13, 2000).

26 5 Ago Improvement Company/Southwest Gas. Decision No.60167 (April 17, 1997),
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I
I
I

l businesses. regulation does not shift that risk to ratepayers. who are entitled to receive utility

7 service at rates set by the Commission.

W
.> Accordingly, we do not find it appropriate under the circumstances in this case to require

5

6

7

4 | Citizens to share with ratepayers any pan of the gain it receives from the sale of the Acquired

| Assets to Arizona-American. However. this will not preclude the Commission from protecting

| the ratepayers in the future.

Commission can strictly scrutinize

In any claim for an acquisition adjustment in a future rate case, the

the foundation of the claim and determine what amount. if

8 any, should be approved.

Analysis of RemaininQ RUCO Recommendations9

10

1 I

RUCO's other .recommendations pertained to the structure of the transaction and

RUCOIs concerns that this structure could lead to rate increases in the future. RUCOIs concern

IN primarily relates to the fact that Arizona-American wil l  not be assuming all of  Citizens'

I 13 liabilities associated with AIAC and ClAC, which totaled approximately $80.8'million and $4.7

l 4 million, respectively, at December 31, 1999. According to RUCO, the structure of  the

IN transaction will result in the elimination of AlAC and CIAC as reductions from rate base. which

16 will in turn result in an increase in rate base and, eventually, to rate increases.

I 4
I

I

17 We believe that the Agreement appropriately deals with this issue. Citizens' AIAC and

18 CIAC will be recognized for ratemaking purposes by Arizona-American, even though Arizona-

20

21

19 'American is not assuming those liabilities. By virtue of this imputation, the impact of the

structure or the transaction will be ameliorated. Based on the evidence and the testimony, the

I approach utilized in the Agreement is reasonable.

22 Further, the evidence indicates that the transaction between Citizens, Arizona-American

'23 and AWW was the product of arms~length negotiations that occurred after Citizens had adopted

I
I
I 24 its current business strategy of focusing on telecommunications services and divesting itself of

25 its water and wastewater systems, as well as its electric and natural gas systems throughout the

26
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I The payment by Arizona-

2

country. This is not a transaction between affiliated companies.

| American will constitute an investment in the Acquired Assets.

1
.>

4

5

6

7

8

RUCO also expressed concerN regarding the impact of the transaction on Citizens'

1 accumulated deferred income taxes ("ADlTs"), which totaled approximately $5.2 million as of

December 31, 1999. and Citizens' investment tax credits ("ITs"), which totaled approximately

1$2.2 million as of the same date. Under the Agreement, any decision on the treatment of ADITs

land laCs will be deferred until Arizona-American seeks new rates in a future proceeding.

| Staffs recommendation is appropriate under the circumstances herein.

9 Next, RUCO questioned the approach proposed by Arizona-American and Staff. as

10

I l

12

I
I
I
I 13

la

l 5

| adopted in the Agreement, for dealing with the possible future recognition of an acquisition

1 adjustment in rates. RUCO agreed with Arizona-American and Staff that it is appropriate to

1 defer consideration of any acquisition adjustment resulting from the transaction until a future rate

| proceeding, in order to afford Arizona-American an opportunity to demonstrate that the

1 acquisition has provided a net benefit to ratepayers by virtue of improved operating efficiencies,

1 economies of scale and other synergies. However, RUCO's witnesses also contended that the

16 l Commission should adopt a set formula that would be used in connection with any future

17 l determination of the amount of the acquisition adjustment.

18 We have concerns about the adoption of a set, mechanical formula to quantify a future

19

20

21

22

23

I
I
I

I
I 24

25

| acquisition adjustment, We believe that such a determination should be made at the time all the

\ facts and circumstances are known. StafFs recommendation concerning the basis on which the

I Commission Will allow the recovery of an acquisition adjustment is reasonable and in the public

1 interest. Arizona-American is cautioned that the Commission will require Arizona-American to

demonstrate that clear, quantifiable and substantial net benefits to ratepayers have resulted from

I the acquisition of.Citizens' systems that would not have been realized had the transaction not

occurred before the Commission will consider recovery of any acquisition adjustment in a future

26 I rate proceeding.
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l RUCO was also critical of Arizona~Americanls failure to assume all of Citizens' lDRBs,

2 As stated, Arizona-American will assume certain lDRBs. which total approximately Sl0.6

'\
_) million. The IDRBs that will be assumed constitute low-cost capital. The average cost of the

4 IDRBs that will be assumed by Arizona-American was 3.55 percent per annum during 1999.

5 RUCO believes that there may be three additional Citizens bond issues, representing low-cost

6 capital, that will not be assumed in connection with the transaction.

7 Arizona-Amerxcan, tn its testimony, has acknowledged that other bonds have been issued

8 by Citizens. The evidence indicates, however. that in contrast to the IDRBs that will be

9 assumed, the other bonds would require unanimous consent from all bond holders in order to be

10 assumed, which would be administratively difficult, if not impossible, to accomplish within the

I I time frame of the transaction. The additional costs to Arizona-Americzin to replace these low-

1') cost IDRBs with alternative forms of financing was non ascertained.

13 We Lind that it would not be feasible for Arizona-American to assume the remaining

14 bonds and it would not be reasonable to impute these bonds to Arizona-American capital`s

l 5 structure. The remaining bonds will continue to be an obligation of Citizens and will continue to

16 be included in Citizens' capital structure in its ongoing telecommunications business.

17 Finally, RUCO recommends that authorization of the transaction be made contingent on

18 Arizona-American pledging to invest not less than 15 percent of the purchase price for the

19 Acquired Assets, or approximately $35 million, in acquisitions and capital improvements of

20 "resource stressed" water and/or wastewater utilities in Arizona. These acquisitions and capital

21 improvements would have to bemade within 72 months from the date on which the Commission

22 approves the transaction.

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

23 The Commission recognizes that there are small water and wastewater utilities in Arizona

24 that may need technical and financial assistance. Indeed, the Commission has provided such

25 assistance to small water and wastewater utilities through workshops and the development of

26 policies aimed at improving their financial viability. However, it is not reasonable to compel a
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1 private utility to spend in excess of $35 million to solve these problems, nor is it clear that the

2 Commission has the authority to do so.

'u
J Arizona-AmeriOan has indicated i ts wi l l ingness to work with the Commission in

4 developing solutions to service problems being experienced by small, troubled utilities.
By

5 virtue of acquiring Citizens' systems in Arizona, Arizona-American will be in closer proximity

6 to a number of  these systems. and the Commission would expect Arizona-American, as

7 circumstances warrant, lo seriously consider acquiring these systems or otherwise provide

8 technical or financial assistance. For these reasons. we do not believe it is appropriate to impose

9 such a mandate on Arizona-American.

4- *' 4< * * * >§< la

I
I
I
I
I
I
I
I 10 * >i=

I I HavinQ considered the entire record herein and being fully advised in the premises, the

IN Commission Ends, concludes, and orders that:

13 FINDINGS OF FACT

14 l Pursuant to authority granted by the Commission, Citizens provides public water,

15 wastewater, electric, natural gas and telecommunications services in various parts of Arizona.

16 2. Pursuant to authority by the Commission, Arizona-American. a wholly owned

17 subsidiary of AWW, provides public water service ro approximately 4,600 customers in the

18 | Town of Paradise Valley, the City of Scottsdale and in certain unincorporated portions of

19 1 Maricopa County, Arizona. Arizona-American is presently classified as a Class B water utility.

20 3. On March 24, 2000, Cit izens and Arizona-American f i led an Appl icat ion

21 l requesting approval of the sale and transfer of Citizens' water and wastewater utility assets in

22 | Arizona together with the transfer of Citizens' Certificates to Arizona-American

23 4. RUCO and the AUIA were granted intervention in this Docket.

24 5. Public notice of the Application and hearing thereon was published in various

25 newspapers throughout Arizona within and in the vicinity of Citizens' and Arizona-American's

26 certificated service areas.
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I

2 l bill insm

6. Customers ofICitizens were also notified of the Application by means of a written

q
.> 7. Citizens` current business strauégy is to focus on the provision o f

4 I telecommunication services and to expand its telecommunications subsidiaries` .operations

5 through the acquisition of wire centers and access lines from other providers, primarily in rural

6 areas.

7 8. In the furtherance of  this business strategy, Ci t izens is sel l ing i ts water,

8 wastewater, electric and natural gas utilities and applying the proceeds to finance acquisitions

9 and other business activities in the telecommunications industry.

10 9.

12

13 IO.

IN

15

AWW and its subsidiaries. including Arizona-American, are the largest privately-

owned water utility system in the United States. providing water, wastewater and other water

resource management services to approximately three million customers in 23 states.

AWW is financially sound, and has the experience, expertise and resources to

assume and perform Citizens` public service obligations.

On October 15, 1999, Citizens, Arizona-American and AWW entered into anI 1.

16

17

18

asset purchase agreement under which Arizona-American will acquire all of the water and

wastewater utility assets together with the requisite Certificates held by Citizens in Arizona.

Arizona-American will pay a purchase price of approximately $231 million which12.

19

20

21

I  includes the assumption of  approximately $10.6 mil l ion of  existing debt in the form of

I outstanding IDRBs. The purchase price is subject to adjustment either higher or lower based on

I plant additions and retirements occurring after June 30, 1999.

22 13. Arizona-American will finance the transaction through a combination of debt and

23
I

24

25

equity, resulting in Arizona~American having a capital structure of 55 to 60 percent debt and 45

to 40 percent common equity. This debt to equity ratio is comparable to the capital structures of

most large, publicly-traded water utilities.

26
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I 14.

2 Certificates to Arizona American

q
.>

Staff is recommending that the Application be approved for the sale and transfer

lot Citizens' water and wastewater utility assets including the

I subject to the following conditions:

4

5

that any decision on the ratemakinsz treatment of an acquisition adjustment.
deferred taxes, excess deferred taxes and investment tax credits be deferred until a
future rate proceeding,

6

7

that if recovery of any acquisition adjustment is authorized in the future it should
be based on Arizona-American's ability to demonstrate that clear, quantifiable
and substantial net benefits have been realized by ratepayers in the affected areas,
which would not have been realized had the transaction not occurred,

8
that Arizona-American file, 30 days after the first anniversary of the transaction,

9

10
a

I  l

, a
report which compares the number of complaints received by the Commission
under Citizens' ownership and under Arizona-Americanls ownership and provide
an explanation of any significant changes in the number and importance of the
complaints received. Staff should review the data and. if necessary, make
recommendation to the Commission of any further action to be taken,

l

I N •

13

that an imputation of the benefits related to AIAC and CIAC received by Arizona-
American should be made in subsequent rate proceedings for each former
Citizens system as recommended by Staff in its direct testimony:

14

IN

that Arizona-American shall be required to secure prior Commission approval of
any amendments to, or transfers of agreements relating to the purchase of water,
such as Citizens' CAP water subcontracts, and

16

17

that Arizona-American shall charge ratepayers for services based on the rates,
charges, and service tariffs in effect at the time of closing in each Citizens service
territory, until such time as Arizona-American files general rate proceedings for
each service territory.

18

19 15.

20

21

On September 26, 2000, Staff filed the Agreement that is marked Exhibit A. The

I Agreement resolves all issues relating to the temps and conditions under which the Acquired

I Assets may be sold and transferred to Arizona-American.

22

23 I recommendations if they are adopted by the Commission.

16. In the Agreement, Arizona-American acknowledged that it will follow Staff's

24 17. While RUCO did not oppose the treatment of the acquisition adjustment in a

25 I future rate proceeding, it neither joined in signing the Agreement nor suggested a workable

26
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t alterative approach to that agreed upon by Arizona-American and Staff in the Agreement in this

2 I instance based on our prior treatment of similar transactions.

1
.) 18. Arizona-American is a Et and proper entity to acquire Citizens` utility assets and

4 Certificates and to assume Citizens' public service obligations for the operation of the utility

5 systems in Arizona.

6 19. Staff and Arizona-American believe that the approval of the Agreement attached

7 hereto as Exhibit A is in the public interest.

I
|
I
I
I
I
I 8 20 Based on our review of the evidence, Staffs recommendations in Findings of Fact

9 No. 14 and the Agreement are reasonable and in the public interest. Therefore. the transfer of

10 C`itizens` water and wastewater utility assets and Certificates to Arizona-Americén should be

l 1 a p p roved .

12 CONCLUSIONS OF LA\V
I
I 13

1. Citizens and Arizona-American are public serv ice corporations within the
14

la meaning of Arlicle XV of the Arizona Constitution and A.R.S. §§ 40-281, 40-282 and 40-285.

16 2. The Commission has jurisdiction over Citizens and Arizona-American and over

17 the subject matter of the Application.

18 '1
J . Citizens and Arizona-American provided notice of this proceeding in accordance

19
I with the law.

20
4. There is a continuing need for public water and wastewater serv ice in the

21
77 I certificated service areas of Citizens=

23 5. Arizona-American is a fn and proper entity to receive the Certificates of Citizens.

24 6. The Application of Citizens and Arizona-American, the Agreement and the

25 conditions recommended by Staff in Findings of Fact No. 14 should be approved.i
26

000|920&O DECISION NO. 6 35851

I
I
I
I
I
I
I
I

16



DOCKET NO. W~0I038A-00~0l97 ET AL.

i

I
I
I I ORDER

2

'\
_)

IT IS THEREFORE ORDERED that the Joint Application for Approval to Transfer the

Assets and Certificates of Convenience and Necessity of Citizens Utilities Company, now known

4

5

as Citizens Communications Company, together with its. Agua Fria Water Division. Mohave

Water Division. Sun City Water Company, Sun City Sewer Company, Sun City West UtilitiesI
I
I 8

9

6 Company, Citizens Water Services Company of Arizona, Citizens Water Resources Company of

7 Arizona, Havasu Water Companv and Tubae Valley Water Company, to Arizona-American

Water Company be. and is hereby. approved

IT IS FURTHER ORDERED that Arizona-American Water Company shall comply with

10

l I

12 IT

l 13

14

I 5

the terms, conditions and requirements as set forth in the Staff Settlement Agreement, attached

hereto as Exhibit A. and with Staffs recommendations in Findings of Fact No. i4 hereinabove.

IS FURTHER ORDERED that Arizona-American Water Company shall file, within

30 days from the date on which the acquisition has been completed, with the Director of the

Commission's Utilities Division. appropriate documentation evidencing its acquisition of the

Citizens Utilities Company now known as Citizens Communications Companyls Arizona water

16

17

and wastewater utility assets,

IT IS FURTHER ORDERED that Arizona-American Water Company shall notify its

18 customers of the effective date of the transfer of the utility assets and of its assumption of the

19 obligation to provide water and wastewater utility services at the existing rates by means of an

I
I
I

20 insert in its first regular monthly billing or by other appropriate means immediately tallowing the

date-it files the documentation with the Director of the Utilities ~Division_21

22

23

IT IS FURTHER ORDERED that Arizona-American Water Company shall file, within

15 days of the date it files the documentation with the Director of the Utilities Division_ a copy

24 of the notice it provides its customers.I
25

26
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IT IS FURTHER ORDERED that Arizona-American Water Company shall continue to

2 1 charge the exisliwi rates and charges of the transferred. utility companies until further Order by

l the Commission.

I

1
.>

4 IT IS FURTHER CRDERED that Arizona-American Water Company shall continue to

file all periodic reports, and comply with all outstanding compliance matters previously required

6 otICitizens Utilities Company, now known as Citizens Communications Company relative to the

5

7 acquired water and wastewater operations.

IT IS FURTHER ORDERED that Citizens Utilities Company shall maintain. its books8

10

9 land records for the transferred utility companies For a period otl5 years from the effective date of

lifts Decision. \

l l IT IS FURTHER ORDERED that this Decision shall become effective immediately.

I 2

13

14 '
CHAIRMAN

BY ORDER OF THE ARIZONA CORPORATION COMMISSION.

. / .

'CMMISSIONER
1'/4 / _

COMMISSIONER
15

16 I
/Executive

WHEREOF, BRIAN c.  McNEIL ,

17

18

WITNESS I,
Secretary of the Arizona Corporation

Commission, have hereunto set my hand and caused the
official seal of the Commission to be affixed at the Capitol
in the of Phoenix,

, 200 I
this SQ///' day 0%

19

20

I
I
I

21
/ _ g 4
B,é1An cr6nE1L .
EXECUTL ESECE rTARY

/22

23
DlssEnT'

24

25

26

I 0001920&O DECISION NO. 4358%
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DOCKET NO. W-0l032A-00-0\9° ET ALF

8
!

I  SERVICE LIST FOR:l CITIZENS COMMUNICATIONS COMPANY
ET AL.

7
DOCKET NOS.:

4
J

4

W-0I032A_00-0192; w;0 I032B-00-0 I92; W-
0 I032C-00-0 l92, S-02276A-00-0192, ws-
02334A-00-0 I92, WS~03454A-00-0 l92; ws-
03455A-00-0 I92, W-020 I 3A-00-0 I 92, W-0 I595A-
00-0192; and W-01303A-00-0192

i
!II
!
I
!

5

8

6 I Michael M. Grant
GALLAGHER & KENNEDY

7 I 2575 East Camelback Road
. Phoenix, Arizona 85016-9225
Attorneys for Citizens Communications
Companv, et al.

9

10

I I

Norman D. James
FENNEMORE CRAIG .
3003 N. Central Avenue, Suite 2600
Phoenix, Arizona 85012-2913
Attorneys FOr Arizona-American Water Company

12

13
Walter W. Meek, President
Arizona Utility Investors Association
p. o. Box 34805
Phoenix, AZ 85067IN

I 5

16

Christopher C. Kempley, Chief Counsel
Legal Division
ARIZONA CORPORATION COMMISSION
1200 West Washington

17 I Phoenix, AZ 85007

181Deborah Scott, Director
Utilities Division

19 I ARIZONA CORPORATION COMMISSION
1200 West Washington _

20 i Phoenix, As 85007

2 l

22

23

Daniel W. Pozefsky
Staff Attorney
Residential Utility Consumer Office
Suite 1200

l 2828 North Central Avenue
Phoenix, AZ 85004

24

'25
30994035/S')8796

26
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I

1 ICARL J. KUNASEK
CHAIRMAN

2 IJIM rRvln
COMMISSIONER

3 lwILLIAM A. MUNDELL
COMMISSIONER

4
BEFORE THE ARIZONA CORPORATION COMMISSION5 . .

6

7 t
WATER

UTILITIES
DIVISION

W-01032B.-OO- 01 92
W~O1032C-OO- 0192
S-O2276A-OO- 0192
WS-02334A-00~0192
WS~03454A-00-0192
WS-03455A-00~0192
w-o2o13A-oo- o192
\!V-O1 595A-OO- 01 92
\.V-O1303A-OO- o192

91
101
al
121
13

141

SETTLEMENT AGREEMENTBETWEEN
ARIZONA CORPORATLON

COMMISSION STAFF AND ARIZONA-
AMERICAN WATER COMPANY

.
I

IN THE MATTER OF THE JOINT _ _
APPLICATION OF CITIZENS UTILITIES DOCKET NOS. W-OIO32A-OO- 0192
COMPANY; AGUA FRIA
DIVISION OF CITIZENS
COMPANY; MOHAVE WATER

8 I OF CITIZENS UTILITIES COMPANY; SUN
CITY WATER COMPANY; SUN CITY
SEWER COMPANY, SUN. CITY WEST
UTILITIES COMPANY; CITIZENS wATER
SERVICES COMPANY OF ARIZONA;
CITIZENS WATER RESOURCES
COMPANY OF ARIZONA; HAVASU
WATER COMPANY AND TUBAC VALLEY
WATER COMPANY, INC., FOR
APPROVAL OF THE TRANSFER OF THEIR

IWATER AND WASTEWATER UTILITY
ASSETS AND THE TRANSFER OF THEIR
CERTIFICATES OF PU8LIC CONVENIENCE
AND NECESSITY

15 IAMERICAN
CERTAIN RELATED APPROVALS.

. To ARIZONA-
WATER COMPANY AND FOR

16

17 On March 24, ZOOO, Citizens Utilities Company (now known as Citizens'-

lg' Communications Company), its Agua Fria Water Division, its Mohave Water

19 Division, Sun City Water Company, Sun City Sewer Company, Sun City West.

20 Utilities Company, Citizens Water Services Company of Arizona, Citizens Water

21 Resources Company of Arizona, Havasu Water Company and Tubae Valley Water

22 Company (collectively, "Citizens") and Arizona-American Water Company 2

23 ("Arizona-American") with the Corporation

24 ("Commission") a joint application for the approval of the sale and transfer of

25 Citizens water and wastewater util ity plant, property and assets in Arizona,

filed Arizona Commission

26 including transfer of Citizens' certificates of convenience and necessity

Fsuusuons CRAIG
Artnnuvl Ar L..

I n o u e
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Docket No. W-01032A_00_0192 Et al .

1 I ("Cerlificates"), to Arizona-American pursuant to A.R.S. § 40-285.

2 The Commission's. Utilit ies Division Staff  ("Staff") has investigated the

3 1
4

5

6 Arizona-American has

7

8

applicat ion and has recommended that the applicat ion be approved by the

1 Commission, subject, however, to certain conditions and requirements, which are

1 set forth in the Direct Testimony of Linda A. Jaress, filed in this docket on August

1 14, 2000, at pages 18-19 ("Staff Recommendations°').

I indicated that it is willing to accept the Staff Recommendations, With the exception

l of the recommendation that Citizens' advances in aid of construction ("AlAC") and

9 contributions in aid of construction ("CIAC") be imputed to Arizona~Amerlican.

10 Representatives of  Staf f  and Ari"or:a-American have had discussions

1 1 concerning the matters in dispute with respect to the application and have reached

12 a settlement. The purpose of this Settlement Agreement is to memorialize the

13 agreement that has been made by and arhong Staff and Arizona-American, which

14 resolves all areas of disagreement relating to the terms and conditions under which

15 Citizens' Arizo'na water and wastewater assets and Citizens' Certificates may be

16 ;transferred to Arizona-American.

17 1. AIAC imputation; Amortization. As of December 31,1999, Citizens"-

21 Such imputation

~22 The total amount of AiAC imputed will be

23

24

25 the transfer takes

18' lAIC balance was $8.0,818,669. Citizens' AIAC balance as of the date on which

19 I Citizens' water and wastewater assets and Certificates are transferred to ArizOna...

20 lAmericar\ and Arizona-American becomes responsible for the provision of water

land wastewater services will be imputed.to Arizona-American.

shall be solely for rate making purposes.

adjusted as more particularly provided below. The adjusted amounLof AIAC will be

| amortized below the line (i.e:, no impact on expenses) over a period of 6.5 years,

1 with the amortization period beginning on the day on which

1 place.26
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I Docket No. W-:~01032A-00-0192 Et a
1

I
1 2. CIAC imputation, Amortization. As of December 31, 1999, Citizens'

2

i

8 cIAc: balance was $°4,734,430. Citizens' CIAC balance as of the date on which

4 5 American and Arizona-American become responsible for the provision of water and

3 Citizens' water and wastewater assets and Certificates are transferred to Arizona~

5 wastewater services will also be imputed tO Arizona-American. Such imputation

6 shall be solely for ratemaking purposes. The total amount of CIAC to be imputed

The adjusted CIAC

4

'D
me £`;.'TI¢OLii'ltS of

An amount equal to five percent (5%) of

7 ! to Arizona-American will also be adjusted as provided below.

8. l balance imputed to Arizona-American will be amortized above the line (i.e., as a

9 reduction to depreciation expense) over a period of TO years, with the amortization

10 period beginning on the day on which the transfer takes place. .

11 Adiustrnent to Recorded' AIAC and CIAC Balances.

12 | AIAC and ClAC to be imputed toAri.zona-American for rate making purposes will be

13 I based .on the actual balances shown on Citizens' regulatory books as of the date of

14 | the transfer, adjusted as follows:

15 1 Citizens' AIAC balance at the time of the transfer will be reclassified as CIAC and

16 1 added to the CIAC balance, and the same amount will be deducted from Citizens'

17 l AIAC

18~1 rate making purposes hereunder.

balance in computing the amounts to be imputed to Arizona-American for--

19 4. Adoption of Remaininq Staff Recommerxdatfohs. Arizona-American

.20 as

21-

I agrees that t'ae Commission may adopt the remaining Staff Recommendations,

I set forth in the Direct Testimony of Linda A.Jaress.

22 5. Deferral of Determination of Amortization Method. The parties agree

23
24

request for an accounting order to establish the

25

| that Arizona-American's

I amortization method for any acquisition adjustment resulting from the transaction

i should be deferred antil a future rate case.

26 6. Transfer in the Public Interest. Based on the foregoing agreements

Fzrwsuoaz came I pHX/NIAME$]ll09126.lf]3244_02l
Arroluvt Ar Lm#
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Docket No. W-01032A-00-0192 Et: Al.

1 and understandings, Staff agrees that Arizor\a~American is a fit and proper entity to

2 acquire the Certificates and that The Commission should authorize and approve the

3

4 the terms set fortH herein.

transfer of Citizens' Arizona water and wastewater assets to Arizona-American on

No additional terms, conditions or requirements are

5 necessary or appropriate.

6 7. Support and Defend. This Settlement Agreement will be introduced as

7

8

an exhibit during the hearing on the application, presently set for September 27,

Arizona~American and Staf f  will jointly request that the Settlement2ooo.

9 Agreement be received into evidence, and agree to  support  and deed th is

10 Settlement Agreement and the transfer of Citizens' water and wastewater assets

11 and the Certificates IO Arizona-American on the terms set forth herein as just,

12 reasonable and appropriate based on true par titular circumstances presented in this

13 application.

14 8_ Compromise, No Precedent. This Settlement Agreement represents a

15 compromise in the positions of the parties hereto. By entering into this Settlement

16 Agreement, neither Staff  nor Arizona»American acknowledges the validity or

17 invalidity of any par titular method,.theory or principle of regulation, or agrees that"

18' any method, theory or principle of regulation employed in reaching a settlement is

19 appropriate for resolving any issue in any other proceeding, including (withoutI
I

20 limitation) any issues that are deferred to a subsequent rate proceeding. Except as

21 specifically agreed upon in this Settlement Agreement, nothing contained herein

22 will constitute a settled regulatory practice or other precedent.

23 9. Privlleeed and Confidential Neqotiatiorms. All negodadons and other

24 communications relating t o this Settlement Agreement are privileged and

25 confidential, and no party is bound by any position asserted during the

26 negotiations, except to the extent expressly stated in this Settlement Agreement.

FENNEMORE C11AxG .
Ar¢ol.uul Ar LA'

' lGll' ll
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4~ _

I
I

1 I s such, evidence of statements that were made or other conduct occurring during

| the course of the negotiation of this Settlement Agreement is not admissible in any

3 i proceeding before the Commission or court.

2

4 10. Complete Agreement. This Settlement Agreement represents the

5

6

7

I complete agreement of the parties with respect to its subject matter. There arena

I understandings or commitments other than those expressly set forth herein. .

DATED this Z N day of September, zoom. ,-
|
I 8 iARIZONA CORPORATION

COMMISSION STAFF
ARIZONA-AMERICAN WATER COMPANY

9

10 < 8By: By:

I
11

12

13

Steveri M. (flea
Acting Director, Utilities Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

/ I o f?  l l /V\ f~

Norman D. James
FENNEMORE CRAIG .
3oo3 n. Central Avg}{sLme 2600
Phoenix, Arizona 8501 2-2913
Attorneys for Arizona-American

Water Company .
14

15
An original and 10 copies of the
foregoing was delivered this

day of September, 2000, to:
16

I.

I|
H

Docket Control
17 Arizona Corporation Commission

1200 West Washington
18, Phoenix, AZ 85007.

19 IA copy of the foregoing
was delivered this day of

20 September, 2000, to: °

21 Karen E. Nally .
Assistant Chief Administrative

22 Law Judge .
,Hearing Division

23 Arizona Corporation Commission
1200 West Washington

24 I Phoenix, As 85007

I 25

26
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1

2

A copy of the foregoing
was tele copied/delivered and mailed this
day of September, ZOOO, to: r

41"Y,

3
'  ¥". .

I

*;1.. .r- _
'v

4

8

. » .1

? 2 1"

'

.;.

5

f.

6

7

8 a

Daniel W. Pozefsky |
Staff Attorney . .
Residential Utility Consumer Qffice
2828 North Central Avenue
Suite 1 200
Phoenix, AZ 85004
(602) 285-0350
Walter W. Meek, President '
Arizona Utility investors Association
p. O. Box 34805
Phoenix, AZ 85067
1602) 254-4300

9I
10 "2-

1 1 Suite 1660 "x 4
|

12 l(602)

Craig A. Marks _-
Associate General Counsel .
Citizens Communications Company
2901 N. Central,
Phoenix, AZ 85012

265-3415

>

u

,

I

13

14 Icy:

15

16

i
E
I

i
17

18'

0

4
¢¢

4

19

20 i

21

22

23

24

25

26

I
I
I
I
I
I
I
I
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AMERICAN WATER WORKS - SHARED SERVICES CENTER
CITIZENS ACQUISITION
Final Acquisition Journal Entry - Arizona

F:\RATES\Arizona Citizens Rate Case\[AZ Czn Entries Fina

1. RECORD UTILITY PLANT PURCHASED (Booked in Jan Based on Nov Info) JE2301, declass debt JE231

230105.104000
230105201200
230105221120
230105221100

Utility Plant Purchased/Sold
Common Stock
Bonds Inside
Bonds Outside

276,471 ,277
110,888,158
154,948,119
10,635,000

2. RECORD ACQUISITION - NET ASSETS

276,471,277
3.371

500,000
1,723,245

R
R

71,151
825,523

47,496 R
27,730

27,730
9,027

9,027
382,751

382,751
4,952

4,952
R581 ,849

99,208
30,557

896
24,374

R

1 ,057,874
9,672
5,654

195
272,822,609

19,974
6,1 10,694

2,500
Exb I

663,525

55,775,969
9,253

R
143,867 R

418
97,658

201,088
497,393

48,222
96,961

294,013
28,554

22,458
44,97t

CZN record net assets
230105.10400
230105.134100
230105.146100.001
230105.141000
230105.141000
230105144000
230105.143000
239902241249.002
239902.241249.001
239903241249002
239903,241249.001
239901241249.002
239901241249.001
239905.241249.002
239905.241249.001
230105.146100.001
230105.146100.001
230105.153000
230105165500
230105.165500
230105.165500
230105.105110.1 CZN x
238305.146100.001
2362066750002135
236406.675000.2135
230105.101099
230105.101099
230105.105110,1 CZN X
230105.108105
230105.108105
230105.183000
230105.238010
238905.186898.DD230001 s
236205.1868g8.DD230001 s
236205.186898
236205.186898
236405186898_DD230001 s
236405.186898
236405.186898
236105.186898.DD230001 S
236105.186898
236105.186898
236105.186898
230105.186898
230105.181110

JE#
Utility Plant Purchased/Sold
Petty Cash
A/R Other Manual (Notes Rec)
Accounts Receivable
Accounts Receivable-unexplained difference
Unbilled Revenue
Allowance for Doubtful Accounts
Collection for Others (agua Fria)
Collection for Others (agua Fria)
Collection for Others (Sun City)
Collection for Others (Sun City)
Collection for Others (Surprise)
Collection for Others (Surprise)
Collection for Others (Sabrosa)
Collection for Others (Sabrosa)
Misc A/R - Manual
Misc A/R - Manual
Materials & Supplies-Stk E
Prepaid Postage
Prepayments - Transition services
Prepayments CAP Legal Services
Capital Exp. Invoices paid by Citizens
Sabrosa Water Well Project
Sun City Main Repairs
Sun City West Main Repairs
Utility Plant
Utility Plant CBSC Assets
CWIP
Accumulated Depreciation
Accumulated Depreciation CBSC Assets
Preliminary Survey & Investigation
Customer Deposits
Ground Water Withdraw Fee
Ground Water Withdraw Fee
DDA -Other
DDA -Other
Ground Water Withdraw Fee
DDA -Other
DDA -Other
Ground Water Withdraw Fee
DDA -Other
DDA -Other
DDA -Other
DDN Other (regulatory assets)
-Unamortized Debt Expense - outside

2,929,500
1 ,392,615

387,690
R



22,990
1,972,236.00

886,624 sch
23,364,564 sch

284,879 sch
30,921

230105.181110
230105241998
230105236151
230105252120
230105262411
230105.840000
230105234300
230105.114100

Unamortized Debt Expense - outside
Other Current Liability - analyzed
Accrued Property Taxes
Advances for Const
DCN - Advance Payments and Deposits Other
Interest Exp Other
AIP Misc. -Net Cash Payable
UPAA"

2,030,554
71,118,430

361,801,197 361,801,197

UPAA DETAIL Initial UPAA
Initial Cash Payment (line 5)
Less; Net Assets Purchased

Initial UPAA

266,618,443
195,489,291
71.129,152

Difference 10,722

CBSC Assets not on Citizen's As Balance sheet
but should be according to the schedule

10,722 Part of IL workpapers

3. RECORD UTILITY PLANT DETAlL
GARY TO RECORD
230105101099
230105. 101000.xxxxxx
230105. 101000.xxxxxx
230105. 101000.xxxxxx
230105. 101000.xxxxxx

Utility Plant (incl CBSC Assets) 272,842,583
xxx
xxx
xxx
xxx

4. WRITE-OFF INVENTORY To EXPENSE (CREDITED EXP WHEN LOADED)
CZN W/O Inventory #4 JE#
230105.575000,16
230105153000

30,557Misc Oper Exp AG
Material & Supplies 30,557

5. EXPENSE PREPAID POSTAGE
JE#CZN - w/o prepaids#5

230105.575000.16
230105. 155500

896Misc Expense
Prepayments 896

6. EXPENSE PREPAID MOTOR VEHICLE TAXES AND CAP Legal
CZN - w/o prepaids#6 JE#
230105.57/000. 16
230105.165500
230105.165500

Misc Exp
Prepayments
Prepayments

21,874
2,500

24,374

1. To WRITE OFF UNBILLED REV.
JE#CZN - w/o unbilled #7

236105.401 120
236105.401220
236105.401520
236205401120
235205.401220
236405.401 120
236405.401220
237105.401120
237105.401220
237105.401520
237305.401120
237305401220
238305.401 120

Aqua Fria Res
Aqua Fria Comm
Aqua Fria OPA
Sun City Water - Res
Sun City Water .. Comm
Sun City West - Res
Sun City West - Comm
Mohave - Res
Mohave - Comm
Mohave - OPA
Havasu Res
Havasu Comm
Distco Res

120,069
29,652
24,609

21 1 ,175
36,464

107,910
22,191

1 15,155
32,575
4,601

17,944
5,827

71 ,303



I
I 238305.401220

238905.401120
238905401220
230105144000

Distco Comm
Tubae Res
Tubae Comm
Unbilled Revenue

9,753
13,783
2,510I 825,523

I
I
I
I
I
I
I
I

8. CAPITAL INVOICES PAID BY ClTlZENS NEED TASK ORDER NUMBERS
NO ENTRY NEEDED
Task Order
Task Order
Task Order
Task Order
Task Order
Task Order
Task Order
Task Order
Task Order
Task Order
Task Order
Task Order
Task Order
Task Order
Task Order
Task Order
Task Order
Task Order
Task Order
Task Order
Task Order
Task Order
Task Order
Task Order
Task Order
Task Order
Task Order
Task Order
Task Order

Anthem Valve Vaults Task Order 5
Anthem Water Treatment Plant pp 3
Anthem Solids Handling Facility
Sun City West Reclaim Facilty
Sun Village well #5
Sun Village Water Plant Mods
Sun Village SCADA
Sun City Grand Water Plant #1
Anthem Project Mona Phase 4
Anthem Water Campus WTP 4MGD
Anthem Water Campus Tank #2
AT/AF Interconnect
Oakmont Dr. Water Replace
Anthem Remote Vault Float Valve
Anthem Valve Replacement
Sun City West Service Replacements
Sun City Sewer Flo Mtr SCADA RTU
Water test Agua Fira
Water Test Sun City
Water Test Anthem
Sun City/Sun City West Grdwtr Svgs
Sun City/Sun City Wst Well Study
Whitestone Water Reclaim Fac
Anthem Finished Water Res.#2
Sun City Grand SCADA
99th 8= Olive Flow Meter
Sun Village Booster Station
Surprise Main Replace
Anthem Phase 2
SUB - TOTAL

I Need Task Order Sun Valley Water Treatment Plant
Wason the PA line of Exhibit I should be AZ

15,366
51,093

344,109
70,913
18,900
11,129
2,240
7,990

76,444
310,975

3,757
1,147
1,965
7,410
5,124
5,916

11,266
88
70

640
3,016

25,415
5,846

47,735
1,560
1,318
3,494
1,520
1,851

1,038,299
19,575 Not On D. Baker's sheets

TOTAL 1.057,519

I
I
I
I
I
I
I
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Citizens Business Services Company (CBSC)
Net Book Value of Assets - Banner System & Non Banner Items

At January 15, 2002

I
I Cateqory Description

Capitalized
Cost

Accumulated
Depreciation

Est. Net
Book
Value

Allocated by State
Illinois Arizona

5

6

7

8

9

9

g

10

11

12

Furniture & fixtures:
Office furniture
Work tables, files & storage cabinets
Copier
Facsimile machine
File server & software - Sun City, As
File server & software - Harvey, LA
File server & software - Woodridge, IL
PCs and software
Misc.
pp credit services
Total Furniture & Fixtures

2,497
3.582
1,565
2.465

19,974
99,870
79,895
53 v085
2,465
7,056

272,454

1,157
1.662

728
1,141
9,253

46,263
37,011
24,595

1,141
3,271

126,222

1 ,340
1 ,920

B37
1 ,324

10,721
53,607
42,884
28,490
1 ,324
3.785

146,232

1 ,340
1 ,920

837
1 ,324

0
53,607
42,884
28,490
1,2.24
3,785

135,511

0

0

0

0

10,721

0

0

0

0

0

10,721

13

14

15

16

17

18

19

Data Center Implementation:
HAVC System (50%)
UPS unit
Generator
Fire suppression system
Raised flooring
Equipment racks /workstations
Telephone / data wiring
Total Data Center Implementation

58,276
81 ,342
99,337
44,442
10,212
33,989
22,144

349,742

27,000
37,677
46,018
20,589
4,726

15,748
10,256

162,014

31,276
43,665
53,319
23,853
5.486

18,241
11,888

187,728

31,276
43,665
53,319
23,853
5,486

18,241
1 1,888

187,728

0
0
0
0
0
0
0
0I

I
20 Computer hardware HP 9000 & HP-UX 705,391 325168 378,623 378,623 O

28

29

30

31

Maiiinq Center Implementation:
HVAC system (50%)
Ceiling tile
Carpet padding
Canape
Total Mailing Center Implementation

36,260
1.514

404
3,082

41,260

16,797
705
1B4

1,425
19,111

19,463
809
220

1 ,657
22,149

19,463
809
220

1 ,657
22,149

O

O

0

O

0

32 Automated mailing system 316,328 146,541 169,787 169,787 0

33 Billing printer 202,150 93,647 108,503 108,503
I
I 34 Postage meter 7,046 3,263 3,783 3,183

0
0
0

Total Allocated Assets 1,894,371 877,566 1,016,805 1 ,006,084 10,721

Assets Expected to Retain
Banner System 2,956,710 1,369,691 1,587,019

Other Unallocated Assets 138,601 64,194 74,407

Software License cost transferred from LGS 12/OO 1,223,780 265,152 958,628

Total Retained Assets 4,319,091 1 ,699,037 2,620,054

Trial CBSC Assets 6,213,462 2,576,603 3,636,859
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Arizona-American Water Co.
Citizens Acquisition - Phase 3 Costs
As of September 30,2002

Service Company charges
Integration Services (Consultants)
Miscellaneous (data lines, office trailer rental)
Notices to Customers

2000
165,778

2001
235,692

2002
217,655
157,932

450
5,407

383,445

$
$
$
$
$

Total
619,125
157,932

1 ,947
5,782

784,784167,778

1,497
375

239,564

F:\RATES\Arizona Citizens Rate Case\[Phase 3 Acquisition Costs.xls]Phase 3

I
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Arizona American - Management Fees Allocations

Annual Management Fee $ 5,153,711

Location

4 Factor
Formula
Factor

Management Fee
Allocation

Mohave Water, Havasu Water
Mohave Sewer
Sun city Water
Sun City Sewer
Sun City West Water
Sun City West WasteWater
Agua Fria, CWS, CWR Water
CWS, CWR Sewer
Tubae Valley

0.1157
0.0070
0.1797
0.1014
0.1001
0.1072
0.2300
0.0558
0.0075

$ 596,284
36,076

926,122
522,586
515,886
552,478

1 ,185,353
287,577

38,653

Line
No.

1
2
3
4
5
6
7
8
g

10
11
12
13
14
15
16
17
18
19
20
21

TOTAL CUSTOMER COUNT 0.9044 $ 4,661,016

Arizona American .. Management Fees Allocations

Annual Management Fee $ 5,153,711

Location

4 Factor
Formula
Factor

Management Fee
Allocation

Mohave Water
Havasu Water
Mohave Sewer
Sun City Water
Sun City Sewer
Sun City West Water
Sun City West WasteWater
Agua Fria
CWS/CWR Water

0.1011
0.0146
0.0070
0.1797
0.1014
0.1001
0.1072
0.1384
0.0916

$ 521 ,040
75,244
36,076

926,122
522,586
515,886
552,478
713,274
472,080

CWS/CWR Sewer 0.0558

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I Tubae Valley 0.0075

287,577

38,653

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

TOTAL CUSTOMER COUNT 0.9044 $ 4,661,016

I
I
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ARIZONA-AMERICAN WATER COMPANY
FOUR FACTOR ALLOCATION

I
I
I
I

DISTRICT/CO.

PLANT
IN

SERVICE

GENERAL
METERED

CUSTOMERS
SALARIES &

WAGES

DIRECT O&M
EXPENSES

(EXCLUDE PR)

4 Factor
Allocation

%

SUN CITY SEWER
DISTRICT/CO.

12,612,288
5.1853%

21,144
18.4614%

170,492
2 .8744%

2,1 10,347
14.0583% 10.14%

SUN CITY WEST WASTE WATER
DISTRICT/CO.

24,836,561
1021 11 %

14,889
13.0000°/>

656,756
1 1.0727°/o

1,291,160
8,6012% 1072%

MOHAVE (SORENSON)
DISTRICT/CO.

1,742,120
0.7162%

565
0.4933%

66,444
1 .1202%

71,876
0.4788% 070%

DISTCQ/TREATCO SEWER
DISTRICT/CO.

21,774,316
8.9521%

3,600
3.1433%

341,267
5.7537%

673,393
4.4859% 5.58%

SUN CITY WATER
DISTRICT/CO.

28,533,245
11.7309%

22,068
19.2681%

1248,678
21 .0523%

2,973,822
19.81 04% 17.97%

SUN CITY WEST WATER
DISTRICT/CO.

24,724,945
10.1652%

15,303
13.3614%

494,526
8.3376%

1,226,276
8.1690% 10.01 %

TUBAC VALLEY
DISTRICT/CO,

1,450,789
0.5965%

488
0.4261 %

84,319
1.4216%

85,010
0.5663% 0.75%

I
I
I
I
I
I MOHAVE WATER

DISTRICT/CO.
15,573,103

6.4026%
13,623

11.8946%
907,831

15.3057°/o
1 ,024,583
68254°/o 10.11%

HAVASU
DISTRICT/CO.

1 ,447,094
0.5949%

1,232
1 .0757%

184,457
3.1099%

157,357
1 _0482% 1 .46°/>

I
AGUA FRIA
DISTRICT/CO.

49,451,561
20.3311%

13,589
11.8649%

688,562
11.6089%

1.731,272
11.5330% 13.84%

DISTCO/TREATCO WATER
DISTRICT/CO.

39,161,570
16.1005%

3,353
2.9276%

626,309
10.5594%

1,059,889
70605% 9.16%

PARADISE VALLEY
DISTRICT/CO.

21 ,923,699
9.0135%

4,677
4.0836%

461,666
7.7835°/1

2,606,438
17/3630% 9.56%

ARIZONA TOTAL 243,231,291 1 14,531 5,931,307 15,011,423 100.00%

I

I
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$235,333

ARIZONA-AMERICAN WATER CCMPANY
2002 General Rate Case Application

Rate Case Expense

Estimated Rate Case Expense for Gurrent Rate Case Application:

Consultants
(see detail) $008.000

Employee Cost per Day
Hotel
Airfare
Food
Miscellaneous

$
$
$
$

Cost/Day $

105
50
30
15

200

D338
1
3
1

10
2
4
4

# EmfsAWWS Co Fmplnvees
Filing
System Tour
Stipulation Meeting
Hearings
Commission Conference
Public Meetings (1 )
Public Meetings (2)

$
$
$
$
$
$
s

Cost/F)av
200
200
200
200
200
200
200

1 8
3 S
2 S
5 S
2 3,
2 s
4 S

Total $$
200

1,800
400

10,000
800

1.600
3,200

Total S 18,000

$80,000Mailings. Printings. Supplies & Miscellaneous

Total Estimated Rate Case Expense $706,000

Amortization Period ( In Years )
Normalized Annual Rate Case Expense
Recorded Rate Case Expense Per General Ledger
Rate Case Expense Adjustment

3
$235,333

Arizona Rate Case Expense 111320021.xls
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